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WEDNESDAY, MARCH 14, 1951 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Messrs. Spence, Brown, Patman, Rains, Buchanan, 
O’Brien, McKinnon, Addonizio, Dollinger, Bolling, Burton, Fugate, 
Klueczynski, Wolcott, Gamble, Talle, Kilburn, Cole, Nicholson, Me- 
Donough, Widnall, Buffett, and Betts. 

The Cuatrman. The committee will be in order. 

We have met to consider the question of rent control. 

A similar joint resolution without amendment, was passed by the 
Senate. 

(The joint resolution referred to is as follows :) 


[H. J. Res. 196, S2d Cong., 1st sess. ] 
JOINT RESOLUTION To continue for a temporary period the provisions of the Housing 
and Rent Act of 1947, as amended 

Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 204 (f) of the Housing and Rent 
Act of 1947, as amended, is amended to read as follows: 

“(f) The provisions of this title shall cease to be in effect at the close of 
June 30, 1951, or upon the date of a proclamation by the President or upon the 
date specified in a concurrent resolution by the two Houses of the Congress, 
declaring that the further continuance of the authority granted by this title 
is not necessary because of the existence of an emergency, whichever date is 
the earlier; except that as to rights or liabilities incurred prior to such term- 
ination date, the provisions of this title and regulations, orders, and require- 
ments thereunder shall be treated as still remaining in force for the purpose 
of sustaining any proper suit or action with respect to any such right or 
liability.” 

The Cuarman. I understand it was voted out unanimously and 
passed by a voice vote. There has been a request for hearings on the 
measure but by reason of time being of the essence and the act expiring 
on March 31, we won’t have time for extended hearings. 

Mr. Woods, the Housing Expediter, is the only witness we will have 
time to hear before we act on the extension. 

Mr. Burrerr. There won’t be time for any other witnesses? 

The Cuarrman. No. The further extension of rent control will 
be considered at the time we consider the Defense Production Act. 
At that time all of those who have a substantial interest will have 
an opportunity to be heard. 

In the very nature of things they can’t be heard at this time. We 
expect the defense production bill to be sent here but it hasn’t come 
vet and the time now has been expired and we must expedite the hear- 
ing at this time, so Mr. Woods will be the only witness. 

Mr. Woods, you may proceed. 
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STATEMENT OF TIGHE E. WOODS, HOUSING EXPEDITER 


Mr. Woops. I appreciate the opportunity of appearing before this 
committee to discuss the rent-control law. 

The present rent-control law is a decontrol law which was designed 
to result in the earliest possible transition to a completely free rental 
market. At the time of its passage, the Congress wished to assure 
the early decontrol of all rental housing. However, it recognized the 
danger of the impact on our economy of a sudden and simultaneous 
removal of all controls. It therefore provided for decontrol, city 
by city and community by community, through local determinations. 
It also required affirmative action from all incorporated places which 
wanted to continue controls after December 31, 1950. 

The present law was passed before the beginning of aggression in 
Korea. Korea wiped out the prospect of an early return to a com- 
pletely decontrolled peacetime economy. Instead, we were faced with 
a tremendous mobilization for national defense. The inflationary 
forces set in motion by the mobilization program and the need for 
economic stabilization were immediately recognized and led to the 
passage of the Defense Production Act of 1950. 

Last December the automatic decontrol date in the rent-control law 
was extended to March 31, 1951, so that the new Congress would be 
able to study the need for new rent-control legislation in the light of 
our defense program and its effects upon our economy. 

Rent is one of the major items in the cost of living and rent control 
should now be made a part of our whole stabilization program. The 
price- and wage-control authority granted by title 1V of the Defense 
Production Act of 1950 expires on June 30 of this year. The Housing 
and Rent Act also expires on that date. It is planned to combine the 
proposals for new rent-control legislation with those for price and 
wage control in order to present a unified program of controls under 
one agency. 

Such a unified program of controls cannot be prepared, carefully 
considered by the Congress, and enacted into law before March 31, 
the automatic decontrol date in the present rent-control law. 

I therefore recommend that the automatic decontrol provision be 
eliminated. This will maintain the present status of rent control until 
June 30, 1951, and will give the Congress an opportunity to examine 
the need for new price, wage, and rent-control legislation. 

As of March 12, 1951, a total of 1,103 incorported places had taken 
affirmative action, by popular referendum or resolution of their gov- 
erning body, to continue rent control beyond the automatic decontrol 
date provided in the law. These places had a 1950 population of about 
29,333,000 and an estimated 4 million rental units subject to rent 
control. At the same time, there are 1,374 incorporated places, with 
a 1950 population of 1,000 or more, which have not taken affirmative 
action. These contain an estimated 2 to 214 million rental units. 
The remainder of the estimated 6,750,000 units now under rent control 
are in unincorporated areas and in places with a population of less 
than 1,000. 

If the law is not amended, the automatic decontrol provision would 
decontrol some of our major cities on March 31. These include such 
cities as Detroit, Cleveland, Minneapolis, Seattle, Kansas City, Den- 
ver, Memphis, Louisville, Toledo, Des Moines, and Shreveport. It 
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would also decontrol areas with military, naval, and Air Force in- 
stallations. 

For example, it would decontrol Monterey, Calit., with Fort Ord, 
Presidio of Monterey, a naval auxiliary air station, and naval school— 
general line. It would decontrol Pensacola, Fla., with the Pensacola 
Naval Air Station, two naval auxiliary air stations, Corry Field, 
Saufley Field, Whiting Field, and a naval hospital. 

It would decontrol Fayetteville, N. C., with Fort Bragg and Pope 
Air Force Base. Decontro! would interfere with recruiting workers 
for defense production, cause high and costly labor turn-over, inflict 
hardship, and lower the morale of the Armed Forces. 

The continuation of the present status of rent control would avoid 
these harmful effects of decontrol as well as the complications and 
difficulties of recontrol. 

I therefore strongly recommend the elimination of the March 51 
automatic decontrol date. 

The Cuatrman. That is the only thing that this joint resolution 
does, is change the date of expiration, isn’t it, Mr. Woods? 

Mr. Woops. That is correct ; yes. 

The Cuairman. The Senate has passed this bill, unanimously re- 
ported out by the Senate committee, and passed it on a voice vote, I 
understand. 

Mr. Woops. That is right; yes. 

Mr. Gambier. Also, it saves the hides of the Rent Administrator and 
all his many minions; is that not correct ¢ 

Mr: Woops. That is correct, sir, but it also is saving the hides of an 
awful lot of other people. 

Mr. Bucuanan. This makes no effort to recontrol areas. 

The CuarrMan. No; it leaves it in status quo. 

Mr. Woops. No: it doesn’t touch the present act except extend this 
one date. 


Mr. Bucenanan. Isthe State of South Carolina decontrolled ? 
Mr. Woops. Not entirely. No State action has been taken. 
Mr. Bucuanan. Are Aiken and Barnwell Counties under control 4 


Mr. Dupree. They are not under control. 

Mr. Bucnanan. How about Paducah, Ky. ? 

Mr. Woops. Paducah is under control. 

Mr. Bucuanan. Now? 

Mr. Woops. Yes. 

Mr. Gampsie: Is that by aspecial proclamation, Mr. Woods? 

Mr. Woops. Paducah 4 

Mr. GamBLe. Yes. 

Mr. Woops. No; Paducah has been under the Federal rent control 
all the time. 

Mr. Gampte. Then you would like to recontrol that span of river at 
the atomic-bomb situation, not under this bill but later on ? 

Mr. Woops. That would be one of the purposes of the new bill, to 
control areas where military installations are 

Mr. Gampve. I didn’t mean to be harsh in what I said a minute ago. 

Mr. Woops. I know. 

Mr. Gamesie. Have to have a little levity once in a while. 

Mr. Kinsurn. On the second page, down toward the bottom, Mr. 
Woods, you say that there has been affirmative action taken on 1,374 
an incorporated places. 
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Mr. Woops. No, sir; 1,103. One thousand three hundred and sev- 
enty-four have not taken action. 

Mr. Kizsurx. How many, about, of those places took affirmative 
action before January 1 of this year? 

Mr. Woops. Well, we would have an accurate record of that. 

Mr. Kinsurn. Most of them ? 

Mr. Woops. The majority of them; yes, sir. 

Mr. Kinsurn. I think a big m: jority, didn’t they ¢ 

Mr. Woops. Yes, sir; a big majority of those that took aflirmative 
action took it before January. 

Mr. Kitsurn. I think you will find almost all of them ? 

Mr. Woops. No; there has been a spurt of affirmative actions in the 
last 30 days. 

Mr. Kirsurn. What Lam getting at is this: When this was extended 
last December to March 31, it was done so legislators and governing 
bodies would have the first 3 months of this year to take affirmative 
action; is that right ‘ 

Mr. Woops. That is right. 

Mr. Kitsurn. Now, we have given them that 3 months. It seems 
to me, if they were going to affirmative action, and they knew it last 
December, why haven’t they done it ? 

Mr. Woops. We have tried to find out from the ones who haven’t 
taken it, and the answer has been almost universally the same. “This 
is now a national problem because it is part of an over-all stabilization 
problem; therefore, it is Congress’ responsibility to do this, not ours 
any more.” 

Mr. Kirsurn. I agree with you, but I think it is the responsibility 
of those local governing bodies to take their action the first 3 months 
of this year. In December they knew that they had those 3 months. 
They knew all about the Korean situation. Now, if they haven't taken 
the first 3 months, while I don’t feel strongly about this bill one way 
or the other, much, I honestly don’t see much point in it. 

Mr. Woops. I think at the time, sir, in December, when we were cov- 
ering this same point, it was pretty generally known that the Congress 
was going to consider whether a new rent-control bill would be needed 
at the time; and I don’t know—I mean, we didn’t pin any of these 
places down, but I think there has been a general feeling that it is, well, 
when the law was inaugurated it was a decontrol law and Congress 
said: “Look, it is a local responsibility, now get out if you want 
to.” but the feeling that there is a stabilization program affecting 
the entire country has led them to feel: “Well, this is also Congress’ 
responsibility.” 

Mr. Kizsurn. Congress took the responsibility last December, it 
seems to me, and gave them 3 months to do anything they wanted to do. 
Here we passed a 1 decontrol rent law, to decontrol rents gradually and 
let the communities who wanted to keep it, keep it. 

Now, we keep on giving them 3 months and 3 months, in the hopes 
that there will be enough communities to keep the steam going; and 
I don’t see an awful lot of point in keeping it going, because they have 
had their chance. 

Mr. Woops. Again, I feel that there is a feeling that the pattern 
has changed. Rent control now is a part of an over-all stabilization 
program, and Congress hasn’t said on prices and wages: “You do it 
your way in Maine : rand you do it your way in New York.” The Con- 
gress has said: “We are going to do it the same for ever vbody through- 
out the countr v and I think they feel the same with rent control.” 
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Mr. Kiveurn. I don’t want to belabor the thing, except during the 
last 3 years we have averaged about a million new housing units in this 
country and presumably sometime—if that had been 5,000,000 a year, 
you would have had enough houses. Sometime we are going to reach 
the point where we have enough houses, and I don’t see much point in 
keeping it up, myself. 

The Cuamman. The economic and housing conditions have changed 
very much since January 1. 1 think we all anticipated that when this 
bill was passed it would probably be the last rent-control measure. 

Now the conditions have changed. Weare engaged in what seems to 
be the verge of a world war, with shifting popul: ition which needs 
housing; and I think that it is essential that this act should be contin- 
ued until we can consider it in its larger aspects under the defense 
production bill. 

I have no doubt at that time we will give further consideration to 
it, but because of the present exigencies we haven’t time to hear further 
witnesses. I hope it will be voted out for consideration by the House. 

In a few weeks the other bill will be here, and then we can go into 
a consideration of that bill and hear the witnesses. I will say I am 
hopeful that exerybody who has substantial interest will have an op- 
portunity to be heard. 

Mr. Tattr. Mr. Woods, I am rather intrigued by what you say 
about our stabilization program; that is, price stabilization. 

Mr. Woops. Yes, sir. 

Mr. Tae. It seems to be in a state of suspended animation as far 
us any program is concerned because it seems to me that prices go any 
way they please, regardless of any program the administration has, so 
we can’t very well be guided by what has been done so far, any- 
way, with any hope of retarding anything. 

I want to ask you, in the event this extension is made, what will be 
the attitude in your office’ Will you continue to decontrol areas in 
the way that you have done under the law that is to expire on March 
31, or will you take the cue from this extension and saad make no 
great haste in decontrolling areas? 

Mr. Woops. No: I can say on that that there will be areas, in spite 
of the general mobilization program, where there will be shifts, where 
there will be changes, which we can decontrol under the provisions of 
the present act; and we expect to continue to do so. 

Also, the act still contains the provision for local communities to 
decontrol should they wish. 

Mr. Tarte. Could you tell us for the record offhand how many 
methods of decontrol there are under the present law ‘ 

Mr. Woops. Yes. First is decontrol by a State action, by a State 
legislature: second, decontrol by action by resolution of the govern- 
ing body of a local incorporated community; then decontrol “by the 
Housing Expediter on his own initiative or on a rec ommendation of 
a local rent advi isory board. Those are the methods. 

Mr. Tarte. How many methods are there for recontrolling units 
that have been decontrolled ? 

Mr. Woops. There are just two—by a recommendation of a local 
rent advisory board or on the initiative of the Housing Expediter. 

Mr. Tatts. Thank you. That is all, Mr. Chairman. 

Mr. Core. Mr. Woods, I was interested in your statement that we 
should enact this law because we are considering price stabilization as 
a Nation-wide problem. Asa matter of fact, if this law is enacted, it 
will affect less than 6 percent of our population, will it not? 
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Mr. Woops. On the exact percentage it will affect about—well, there 
are 634 million units under control. 

Mr. Corr. That is also approximately 5 or 6 percent of the units in 
a country, is it not ¢ 

Mr. Woops. No; it is about—of the total rental units it is a higher 
percentage than that. 

Mr. Coir. The total of al! of the rental units. Will you put it in 
the record, the percentage? I don’t care about it right now. 

Mr. Woops. Yes, sir. 

(The information requested above is as follows :) 

Congressman Cole requested Mr. Woods to submit for the record the percentage 
which the estimated number of rental units now under rent control is of all 
dwelling units in the United States. According to the 1950 Census of Housing, 
there were 45,875,000 dwelling units in the United States as of April 1, 1950. 
The estimated 6,750,000 rental units now under rent control, therefore, con- 
stitute 14.7 percent of the total number of dwelling units in the United States. 

The units uncer rent control are nonfarm units only. According to the census 
there were 39,390,000 nonfarm dwelling units. The units under rent control 
constitute 17.1 percent of the total number of nonfarm units. The 1950 census 
reports a total of 17,098,000 nonfarm renter-occupied units. The units under 
rent control therefore constitute 39.5 percent of all nonfarm occupied rental units 
in the United States. 

Mr. Corr. The point that I am interested in is this: the extension of 
this law will have no effect upon stabilization of rents for defense 
areas in the country, generally speaking. 

Mr. Woops. It will affect the major industrial centers of the country. 

Mr. Corr. I know, but that isn’t the question I asked you. The 
extension of this law will leave many areas in this country not under 
control, 

Mr. Woops. That is true. 

Mr. Cotx. Many of those areas which are not under control are 
defense areas / 

Mr. Woops. Yes, sir. 

Mr. Coir. They are military establishment areas and civilian pro- 
duction areas. The extension of this act will leave them exactly as 
they are. They will have low rents and they will have high rents. It 
will leave rents unfair, out of sight in some places and some ‘rents 
completely below normal; isn’t that true? 

Mr. Woops. That is true. 

Mr. Coir. Any law which Congress should pass, in an effort to 
stabilize the economy, should consider the country as a whole and 
defense areas as a whole and the problem as a whole, being fair to all 
parties concerned; isn’t that true? 

Mr. Woops. That is right. 

Mr. Corr. That being the situation I don’t see why we should be 
bothered about an extension of rent control or an extension of the time 
within which the communities may decontrol, shall I say—I don’t 
see why we should be considering it now. 

Mr. Woops. It is this kind of a situation: first, let me say, I am 
genuinely worried about places that we cannot do anything about 
but the time isn’t—we don’t have enough time to consider doing some- 
thing about all of these places, because when we do, we have to con- 
sider an entirely new rent-control act, but to take it off of the remain- 
ing places—and there are some that are very important—in my opin- 
ion would be going from half bad to all bad. 

I would like to save the half good until such time as the Congress 
can get a chance to look at the whole picture. 
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Mr. Coir. Mr. Woods, the fact that you have left rent control on a 
smal] area of this country will make it more difficult for us to pass a 
fair and just rent-control act in the future, because you will have 
caused a maldistribution not only of the units, but we will have caused 
maladjustment of our economy. In some few cases a restriction is 
placed on rents and in most other areas they have complete and absolute 
unrestricted rents. So when you begin to approach a new rent-control 
law you will have the economy thrown out of gear. I believe it would 
be better to let. the rent economy arrive at its own level and then start. 
Don’t you think there is something to that reasoning ? 

Mr. Woops. It is true that you are going to have some very awkward 
situations, but I think we have to assume that when I sat with this 
group a year ago last spring we thought that by this time all of them 
would be going the same way and the rents would have sought their 
own level. We had Korea interrupt that. Iam the first one to admit 
that we are going to have some situations that right now I don’t have 
the answer for, as to how to justify this area that has been decon- 
trolled, this one that has remained under. 

I must assume that those communities in using their own intiative 
to decontrol must have felt that the time had come when they had 
enough housing that the law of supply and demand would again level 
things out. 

The Cuaiman. Mr. Woods, the defense-housing act will un- 
doubtedly have provisions which we can consider along that line. 
If you would do away with rent control entirely, it certainly would 
be harder to control rents than if we continue this, even though it is 
but a fragment of controls. Don’t you think so? 

Mr. Woops. I agree; yes. 

The Cuairman. I think if you turn them loose now, it will be hard 
to recontrol them, your organization would be disbanded, the ma- 
chinery would cease. This is an emergency measure and it seems to 
me it is absolutely essential to pass it if we are going to approach 
this problem in the way it is contemplated. 

Mr. Nicuoison. May L ask if Mr. DiSalle couldn’t take care of this 
situation’ He is supposed to take care of wages. 

The Cuairman. Mr. DiSalle has no power to control rents. 

Mr. Nicnoison. What is that ¢ 

The CHamman. No. 

Mr. Nicwoison. What do you say about it 

Mr. Woops. I believe the defense bill specifically excludes rent as 
part of his job. 

Mr. Nicuotson. Which bill? 

Mr. Woops. The defense bill of 1950, the Defense Production Act 
of 1950, excuse me. 

Mr. Nicuoson. It excludes rents. 

Mr. Woops. Yes, sir. 

Mr. Nicuoison. He hasn’t anything to do with those kind of prices? 

Mr. Woops. No, sir. 

Mr. Nicnoison. All right. 

The Cuatrman. Any further questions ? 

Mr. McDonoven. Mr. Woods, how much reduction i in your person- 
nel has been affected since the decontrol of so many units ? 

Mr. Woops. Our personnel has dropped from about 5,000 at the start 
of this decontrol, that is the start of the local option decontrol provi- 
sions to about 2,400. 
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Mr. McDonovenr. Do you have any authority over the control of 
Government-owned housing ? 

Mr. Woops. We have control over Government-owned housing con- 
structed before a certain date. We have control over all new con- 
struction prior to February of 1947, whether it is Government-owned 
or privately owned. 

Mr. McDonovuen. In determining the rent for that kind of housing, 
do you run into any problems between the Housing Administrator and 
yourself on what is a fair rent ? 

Mr. Woops. Yes, we have had problems of various kinds but we 
have been able to work them out, the same as we have been able to do 
with a private landlord. We have taken this attitude: that the 
mere ownership of housing by Government entitles the Government, 
the Housing Administrator, no more privileges than a private land- 
lord has. 

Mr. McDonovan. What percentage of income do you think is a fair 
amount to pay for rent? 

Mr. Woops. Well, it varies so widely that I could only give a range. 
There are many sources that say that it varies—I would say it varies 
from 12 to 13 percent in the higher brackets down to as high as 25 
percent in the lower rental brackets. 

Mr. McDonoveu. Do you have any rents set at more than 25 percent 
of income in the lower brackets ? 

Mr. Woops. Yes. 

Mr. McDonoveun. In what areas, do you recall ? 

Mr. Woops. Well, I say “yes” because I am quite sure there are, 
but I wouldn’t have any accurate figure on it because we don’t figure 
rent on the basis of the person’s income. 

Mr. McDonovcn. What do you figure it on? 

Mr. Woops. On comparability, on the basis of the rent that was 
established in a free market. 

Mr. McDonoveu. Do you believe that a community that has exer- 
cised its right under the present bill to decontrol itself, I mean, do 
you leave that judgment to the community, itself, and let them deter- 
mine for themselves whether they should be decontrolled or not? 

Mr. Woops. Providing they meet certain standards set up in the 
act; yes, sir, certain technical standards. The judgment is theirs. 

Mr. McDonoven. Your problem, then, with Los Angeles was a 
question of meeting standards or was it a question of your judgment 
over the city council ? 

Mr. Woops. The Los Angeles matter was a question of a clarifica- 
tion of what was meant by the word “finding.” I took the attitude 
that a finding meant a finding. The courts later told me it didn’t 
mean it, so we concurred in the opinion of the courts and decontrolled 
Los Angeles. 

Mr. McDonoven. But there were some communities where there 
was no finding made. The council or the governing body passed a 
resolution without any finding that you approved of ? 

Mr. Woops. Up until the time of Los Angeles we had no decontrol 
resolution across my desk in which the facts that were well known 
were so easily determined, so that it was for the first time I looked 
into the matter of whether a finding should be a finding of fact or 
whether it is just a word. 

Mr. McDonovueu. Do you have many pending applications for ce- 
control by resolution of city council or state legislatures or other gov- 
erning bodies now ? 
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Mr. Woops. No; as fasti.as they are coming in, actually, there were 
nine decontrol actions today or will go out ros some by local option, 
two of them on our own initiative. "The time that it takes now to put 
one through after we receive it is about 2 weeks. We have no backlog 
of pending decontrol actions. 

Mr. McDonoveu. That is all. 

The Cuamman. Gentlemen, can we vote this joint resolution out? 
Mr. Wipnatt. Mr. Chairman, I would like to ask a question. 

You spoke about a general price stabilization program that is tak- 
ing place at the present time, isn’t it true that in approaching that 
program there has been an attempt to wage and price freeze at a top 
level where there has been an over-all increase of about 20 percent 
since last June, since the time of Korea, and the farmers haven't yet 
reached parity in many instances and the people have been told that 
another 5 or 6 percent may well be added on to their food costs before 
there is any stabilization. Now, how do you justify saying to the 
landlord or the single property owner that he can’t in any way be 
helped in the advance of the cost of living. 

Mr. Woops. But we do; we do help him. A landlord today, if he 
‘an write his name or cross a piece of paper with an X, can get a 
seal increase and we do it because we realize that the cost of doing 

business in shelter is advancing just as much as it is in other phases 
of our economic life. 

Mr. Wipnaut. What is the limitation of the increase? Isn’t that 
15 percent ¢ 

Mr. Woops. No, sir; there is no limitation. 

The Cuairman, Is there objection to reporting this joint resolu- 
tion out ¢ 

Mr. Gambier. I am opposed to it. 

Mr. Woxtcorr. | would like to ask one or two questions about the 
necessity for it. 

Mr. Woods, in comparison to the general increase of prices, what 
has been the increase in rents? 

Mr. Woops. The rent index would show an increase. I can get the 
figure. I don’t have it right here. 

Mr. Wotcorr, About 24 percent ? 

Mr. Woops. But—— 

Mr. Wotcorr. Now, no “buts.” You refer to the economic indi- 
cator and tell me how much, according to the labor statistics, rents 
increased according to the general increase of living. 

Mr. Woops. I have to say “but” because that is a bad comparison. 

Mr. Woxcorr. Never mind the “buts.” Give us the information 
according to the Bureau of Labor Statistics. 

The Cuarrman. Let the witness answer in his own way. 

Mr. Woucorr. | want to know what the Bureau of Labor Statistics 
said about the relative increase in cost of living. 

Mr. Woops. To answer your question, Mr. Wolcott, rents went up 

2.5 percent as compared to 58 percent in the general cost increase 
between 1942 and the present. 

Mr. Wotcorr, You state on page 3 of your statement that— 

If the law is not amended, the automatic decontrol provision would decontrol 
some of our major cities on Maren 31. These include sueb cities as Detroit, Cleve- 
land, and Minneapolis and Seattle. 

I am sure that cities of that size with all the legal talent know 
that if they do not take action before March 31 that ‘they will be de- 
controlled, don’t you think? 











12 MISCELLANEOUS HEARINGS 


Mr. Woops. They know that, but, again, I feel—— 

Mr. Wotcorr. Were they given by you or anybody else any en- 
couragement to think that this law was going to be continued ¢ 

Mr. Woops. Not by me. 

Mr. Wotcorr. Isthat the reason why they haven't acted ¢ 

Mr. Woops. No, sir. 

Mr. Wotcorr. Then they have been prompted by their lack of 
action upon the desirability to decontrol rents in their respective area, 
is that right ¢ 

Mr. Woops. They, also, have had the privilege of decontrolling. 

Mr. Woxcorr. Yes, I say, they can automatically decontrol on 
March 31, if they don’t take any action, can’t they ? 

Mr. Woops. Yes. 

Mr. Wotcorr. And they knew if they didn’t take any action they 
wouldn’t be decontrolled by March 31 ? 

Mr. Woops. They knew that, that is the way the law reads. 

Mr. Wotcorr. Then don’t you think that they are as much con- 
cerned with the economy of their respective cities as we might be 
here ¢ 

Mr. Woops. But they, also, knew and also feel, from the argument 
on both floors of Congress, that Congress was going to take up rent 
control. 

Mr. Worcorr. That is what I was getting at. 

Why did they ever get any encouragement that Congress was 
going to continue this? We didn’t know anything about it down 
here until the Senate, I understand, without any action taken by 
you-—— 

Mr. Woops. I am speaking about December, sir, the last time this 
thing was extended. 

Mr. Worcorr. Yes, we continued it to March 31, and gave no ties 
to them that if they didn’t take action before March 31 that these 
areas would be decontrolled and they still haven't taken any action. 

Mr. Woops. But, sir, if I recall there were speeches on the floor 
of both Houses in December when this first extension was passed that 
it was only a stopgap, that Congress wanted to look at the whole rent- 
control picture at some later time, so it could very well give them the 
idea well 

Mr. Wotcorr. That was a justification for continuing it to March 
31. It was the only reason they had at that time to continue it to 
March 31. 

Do you know of any recommendation of the Joint Committee on the 
Economic Report made on this? Have they made any recommenda- 
tion with respect to it ? 

Mr. Woops. I don’t know. 

The Cuamman. I think the Joint Committee on the Economic Re- 
port recommended that it be continued. 

Mr. Woxcorr. Don’t you think that perhaps we could give some 
consideration to the recommendations of the Joint Committee on the 
Economic Report with respect to rent control on the general economy ? 

Mr. Woops. I think so. : 

The Cuarrman. We will now adjourn, to meet tomorrow at 10:30 
in executive session. 

(Whereupon, at 11:15 a. m., the committee adjourned, to recon- 
vene at 10:30 a. m., Thursday, March 15, 1951, in executive session. ) 
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EXTENSION OF EXPORT CONTROL ACT OF 1949 


WEDNESDAY, APRIL 11, 1951 


House or REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, _ 
Washington, D.C. 


The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Messrs. Spence, Brown, Patman, Rains, Multer, O’Brien, 
Dollinger, Bolling, Burton, Fugate, Kluezynski, Wolcott, Talle, Kil- 
burn, Cole, Nicholson, and Betts. 

The CuHatrMan. The committee will be in order. We will take up 
House Joint Resolution 197. 

(The joint resolution referred to is as follows :) 


[H. J. Res. 197, 82d Cong., 1st sess. ] 
JOINT RESOLUTION To provide for continuation of authority for regulation of exports 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 12 of the Export Control Act of 
1949 is hereby amended by striking out “1951” and inserting in lieu thereof 
#1953.” 

The Cuarrman. The House meets at 11 o'clock this morning, so it 
will be necessary for us to proceed with the hearing immediately. 

We are pleased to have Secretary Sawyer with us this morning and 
we will be glad to hear you, Mr. Secretary. 


STATEMENT OF HON. CHARLES SAWYER, SECRETARY OF 
COMMERCE 


Secretary Sawyer. Thank you, Mr. Chairman. 

l appreciate the opportunity to appear before this committee to 
explain the nature of the export-control program which, by delega- 
tion from the President and myself, is administered by the Office of 
International Trade of the Department of Commerce. 

The present law authorizing control over exports, Public Law 11, 
Eighty-first Congress, expires June 30, 1951. House Joint Resolu- 
tion 197, now before this committee, would extend such authority 
until June 30, 1953. 

For convenient reference, you have been furnished with extra copies 
of my quarterly reports of operations under this law during the past 
year. QOur rules and regulations, as you know, are published in 
the Federal Register and is the so-called positive list—the list of 
commodities requiring specific export licenses for certain or all 
destinations. 
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It is our practice also to publish the quotas for all commodities 
which are controlled for supply reasons so that exporters may have, 
in advance insofar as possible, some idea of the quantities they may 
be authorized to export. In addition, detailed procedural material 
primarily for trade use is published in an annual loose-leaf service, 
supplemented by current export bulletins, up-to-date copies of which 
have been furnished to the members of your professional staff. 

I have also had prepared, for your information, certain explana- 
tory material relating to those aspects of our security and enforce- 
ment programs which have recently attracted considerable public 
attention. 

Under the law, we are authorized to control exports to the extent 
necessary to protect the domestic economy’ from excessive drain of 
scarce commodities, to safeguard the national security by regulating 
exports of strategic commodities, and to further United States for- 
eign policy. This broad and flexible authority has made it possible 
for us to act quickly in meeting new situations as they arose since 
early 1949 when we were last before this committee. 

At that time, we were still faced with shortages of some raw mate- 
rials and finished products, but economic developments during 1949 
brought generally ample supplies. As a result, by the end of that 
year we were able to make a sharp reduction in the number of com- 
modities controlled for supply reasons. In the absence of improve- 
ment in our relations with the Soviet bloc nations, however, we con- 
tines during this period stringent controls over all strategic com- 
modities to those destinations, and we extended such controls to cer- 
tain other areas to guard against transshipment. As a matter of fact, 
we are now screening exports of all commodities to the Soviet bloc, 
whether strategic or not. 

The outbreak of armed conflict in Korea and the United States 
defense program resulting therefrom once again brought into the 
foreground the need of export controls for supply reasons. Accel- 
erated military procurement for current use and for stockpile has 
increased the demand for many materials. Export demand has 
also risen as some foreign governments released previously held dol- 
lars in order to procure materials for which shortages were antici- 
pated. It has become necessary, therefore, to control exports of cer- 
tain short-supply commodities in order to protect the domestic econ- 
omy against an undue export drain, and to help preserve adequate 
supplies for the military program. 

With the assistance of our interdepartmental and trade advisory 
committees, we have reviewed the supply position of all basic com- 
modities. Most steel-mill products and iron and steel manufactures 
have been added to the positive list, as well as copper, aluminum, 
brass and bronze, lead, nickel, zinc, iron and steel scrap, and hides 
and skins. 

At the request of the Secretary of Agriculture, cotton, sugar, and 
inedible molasses have also been added to the positive list. And 
quantitative limits have been established for the export of those 
commodities. 

The National Production Authority was established within the 
Department of Commerce in September 1950, to administer the pri- 
ority, allocation, and inventory controls and other provisions of the 
Defense Production Act delegated to the Department by the Presi- 
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dent. That agency is responsible for determining requirements of 
materials and commodities needed for defense, civilian, and foreign 
purposes; and for formulating and executing policies and programs 
by which the American economy can meet these requirements. 

In the export field, the NPA is also serving as a member of the 
interagency committee which advise me on export controls, and is 
making available for use in export determinations its analyses of the 
domestic supply-requirements position of various materials. 

Since domestic shortages frequently reflect world-wide shortages, 
it is of vital concern to the United States that the defense efforts and 
economic stability of friendly countries are not undermined by lack 
of a share of the available supply of scarce materials. In some in- 
stances, therefore, it is necessary not only to set a ceiling on exports 
to protect the domestic economy against an excessive drain of scarce 
materials, but also to assure within the ceiling that essential exports 
are in fact made available. 

In the case of copper, for example, a large part of the United States 
supply is imported from Western Hemisphere sources in the form 
of ore and metal. The continued flow of these imports is dependent 
in part on the reciprocal export from the United States of copper 
products and other United States goods. Refined copper and copper 
manufactures must also be exported from the United States to meet 
requirements abroad of special projects devoted to petroleum pro- 
duction, nonferrous metal mining operations and related power and 
transportation facilities. Failure to meet such needs might jeopardize 
these important enterprises and so result in reduced United States im- 
ports of a wide range of vitally needed materials. Also, certain 
friendly countries alhed with us in the mutual defense effort must be 
aliocated some copper to help maintain their defense programs. 

The Korean conflict has focused special interest in our trade with 
the Far East, and in particular with China, which I should like to 

‘touch upon briefly. Since early in 1949, when the Chinese Com- 
munists began their drive southward, shipments to China have been 
licensed with great care. At the first stage the policy was to shut 
off those goods which would help increase the strength of the Com- 
munist armed forces, while at the same time permitting small ship- 
ments of goods required to meet minimum civilian needs of the Chi- 
nese people. 

In late October 1949, when mainland China fell under Communist 
domination, controls applying to China were extended to approxi- 
mately 100 additional items of security significance, including certain 
refined oils, principally aviation and industrial types; petroleum 
field and refining equipment; truck tires and tubes; certain iron and 
steel mill products; electrical generators and apparatus, including 
motors, accessories, and parts, numerous types of machine tools; and 
mining and quarrying machinery. And in March 1950, after further 
review, controls were extended over shipments of all goods of strategic 
significance to the Chinese mainland and adjacent areas. This action 
took place, it should be noted, several months before the outbreak of 
Comiunist aggression in Korea. 

The series of measures outlined above resulted in a sharp decline 
in United States exports to China. They fell from a level of $273 mil- 
lion in 1948, to $83 million in 1949 and to only $34 million in the first 
9 months of 1950. Exports to China in September 1950, were less 
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than $1 million. During the first 9 months of 1950, moreover, ship- 
ments of raw cotton, which is not considered strategic and which was 
in relatively free supply until recently, made up almost 85 percent of 
the exports, and they were also halted before our supply situation be- 
came serious. 

In other words, we cut off our export trade with China by more than 
90 percent as it fell under Communist domination; and we eliminated 
the strategic significance of such trade long before the Korean incident. 
And, during all this time, we continued to import from China many 
strategic materials, such as hog bristles, feathers for use in sleeping 
bags and flying suits, wool, tungsten, tung oil, and tin. 

United States exports to Hong Kong, the major transshipment port 
for China and other far-eastern ‘destinations, were also being carefully 
screened as the Communists extended their control over the Chinese 
mainland. Shipments to Hong Kong were scrutinized to prevent the 
accumulation of strategic goods, and we permitted only the movement 
of materials needed to meet essential needs of the Hong Kong economy 
itself and other friendly areas served by it. The possibility of trans- 
shipment to unfriendly destinations was minimized by special checks 
on end use and ultimate consignees, and also by severe limitations on 
the quantities licensed for export. 

By December 1950 the armed intervention by Communist Chinese 
troops made it necessary to bring under control all shipments to Com- 
munist China from the United States and to require closer scrutiny of 
exports to the transshipment ports of Hong Kong and Macao as a pre- 
caution against indirect exports to Communist areas. Accordingly, 
all exports whether or not on the positive list to these areas were placed 
under license control. 

Tosumup: There is, to the best of my knowledge, no public or trade 
sentiment against the need for continuing the export-control authority, 
although there m: iy be some who would “favor only a 1-year extension 
because they fee! that an annual review by the Congress is desirable. 
In this connection, I should point out that such a review is not pre- 
cluded in this proposed bill. In fact, it is suggested in that specific 
provision is made in the existing legislation for operating reports to 
the Congress, each quarter, and also for termination of the controls 
at any time by simple concurrent resolution of the Congress, or by the 
President. 

Export controls are an integral part of the defense mobilization 
program and will certainly be necessary to safeguard our supply posi- 
tion for some time after present production goals are achieved. More- 
over, While we continue to hope that national security considerations 
will some day become less important, there would seem to be no basis 
for assuming that we will be able in the next few years to relax our 
controls on strategic exports 

Mr. Parman. Mr. Chairman, is there any opposition at all to this 
joint resolution, that you know of ¢ 

The Cuairman. I don’t know of any. 

Mr. Secretary, there never was greater need for the exercise of these 
controls than there is at the present time; is that correct ¢ 

Secretary Sawyer. My opinion is that it would be disastrous to let 
these controls lapse. 

Mr. Nicnoison. Mr. Chairman—— 

Mr. Kizpurn. Mr. Chairman—— 
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Mr. Nicnotson. May I ask the Secretary a question ‘ 

The Cuatrman. Mr. Nicholson. 

Mr. Nicuotson. We have practically done away with our export 
trade to China. Is there any way for us to know whether or not, for 
instance, England’s exports to China have risen ? 

Secretary SAWYER. Your question is, Is there any way for us to 
know ¢ 

There may be. Of course, we have been urging upon the British, as 
you undoubtedly know, a more strict policy of control in connection 
with the exports from Hong Kong, which is the point of contact with 
a good deal of the Far East. 

At our suggestion, many months ago, exports of petroleum products 
from Hong Kong to Communist China were stopped, although we had 
stopped them ourselves before that, and in my opinion that has been 
a very important factor in connection with the war in Korea, and 
what the Communists have been able to do there. 

Mr. Nicuotson. They don’t have published statistics on that trade, 
do they ? 

Secretary Sawyer. I am not sure. I have men from my Depart- 
ment who can perhaps answer that, and if they do have, I will be glad 
to get them for you. 

Mr. Tarte. Mr. Chairman. 

The Cuatrman. Dr. Talle. 

Mr. Tatie. Mr. Secretary, in connection with the point raised by 
my colleague, Mr. Nicholson, would it not be possible for your Depart- 
ment to get data from British trade reports on what has happened 
to strategic materials sent by us to Great Britain, and to other coun- 
tries, whether they have gone there for reexport or for use in the 
countries of first destination ? 

Secretary Sawyer. Your question is, Is it possible to get those 
statisticsé Tamnotsure. If it is, we will get them for you. I think 
that there are some gaps in the availability of statistical material of 
that sort, but we will certainly try to get it. 

I may say what you are touching upon is the whole question of 
parallel action in connection with export control of the strategic ma- 
terials, which is something I have been working on for about 2 years, 
and on which, especially in the last few months, I think we have 
made very substantial progress. 

Your question applied not only to China, as I understand it, but 
to all Soviet-dominated countries? 

Mr. Tatir. That is correct. That is to whatever countries might 
be helpful to those countries which don’t like us. 

Secretary Sawyer. Yes. 

Mr. Tarte. I have in mind a number of objections that have come 
to me, in my mail, saying that while we have export controls, we send 
strategic materials to certain countries who are reputedly friendly 
to us, and they, in turn, send those goods on to Red China and to 
Russia. 

Now, it is true, is it not, that Great Britain has recognized Red 
China? 

Secretary Sawyer. Yes; I understand so. 

Mr. Taurr. So that although there has been, as you point out in 
your statement, a reduction in the raw cotton sent to China, raw cotton 
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may go to Britain or some other country, and from there to China, sv 
we gain nothing, actually, in withholding raw cotton from China. 

Secretary Sawyer. You say you have received many letters, and | 
am sure you have, just as I have, about this subject. 

I doubt at the moment whether very much cotton is going from 
Gireat Britain to China or any other iron-curtain country, because they 
themselves are in great need of cotton, just as, as you would know, 
almost every other nation is today. 

I might say, for your information, that if we find out that any 
country, any friendly country, which is receiving a certain strategic 
material from us, is transshipping that material, or anything like it, 
| won't let that material go out of this country. 

Mr. Tatts. Iam very glad to know that, Mr. Secretary. 

On page 6 of your statement you mention both cotton and tin. 

Secretary Sawyer. Yes. 

Mr. Tatie. Now, it is true, is it not, that we are in danger of a pretty 
severe shortage of raw cotton in this country 4 

Secretary Sawyer. I think so, and that is the reason Secretary 
Brannan asked me to put controls on it in September—I forget the 
exact date—because he anticipated that. 

Mr. Tauve. Was that this year? 

Secretary Sawyer. Yes; that was the time. I don’t know what the 
most recent report is on cotton. I think there has been some drop in 
the price, and apparently some idea that there would be an increase 
in the drop, but I am not an expert on that subject. 

Mr. Tauxe. It was made clear, in connection with hearings held 
by the joint committee on the Production Act of 1950, that there is a 
real shortage of cotton. 

Secretary Sawyer. There certainly is at this time. There is no 
doubt about that. 

Mr. Tauie. In connection with your mention of tin, how large a 
quantity of the tin consumed in this country do we get from Red 
China? 

Secretary Sawyer. We don’t get any, now. They have shut it off. 

Mr. Tatts. I thought so. 

Secretary Sawyer. Since I put these controls on, we get nothing 
from China now, or practically nothing. 

Mr. Tatie. And we have only one tin smelter in the Western Hemi- 
sphere; don’t we? 

Secretary Sawyer. I don’t know about that. I know we have one— 
I believe it is Texas City. 

Mr. Tair. That is right. There are two very important strategic 
materials. I am rather deeply concerned about these continuing re- 
ports that we send strategic materials abroad, and that they then find 
their way into the hands of the enemy. ; 

Secretary Sawyer. Well, as I say, if you have any information as to 
a specific item, and will pass it on to me, we will stop the shipment 
of that material to any friendly nation, because I have been doing 
that for months now. 

Mr. Tatie. Cotton is one of the materials mentioned to me. 

Secretary Sawyer. No; cotton is handled entirely as a nonstrategic 
material and is under the control of the Department of Agriculture. 
We operate the mechanism, but the decisions on policy with reference 
to cotton are made by the Secretary of Agriculture. 
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Mr. Tair. Do I understand, then, that cotton, raw cotton, is not 
considered a strategic material ? 

Secretary Sawyer. I think raw cotton is not. I may be subject to 
correction, but I don’t think it is. However, it is in such short supply 
today that the other aspect I don’t think enters into the matter of 
export control, because it is very hard to get out of this country at 
this time, even to friendly nations. 

Mr. Tair. Briefly, what is your recommendation this morning? 

Secretary Sawyer. This morning? 

Mr. Tati. Yes. 

Secretary Sawyer. That the export-control authority be extended 
for 2 years. 

Mr. Tate. But you would consider 1 year, if we found that 
advisable. 

Secretary Sawyer. Yes. As I say, I have no desire to keep from 
Congress the ability to continually review the program and the way 
we operate it. I can’t see, conceivably, any situation, in the next 2 
years, which would justify us taking off controls completely, and 
I will say that if such a situation should arise and I should be the 
Secretary of Commerce, I will remove controls myself. I have done 
that. I reduced controls in 1949, as I stated here, fairly drastically, 
and also reduced the number of employees handling controls. 

Mr. Tatxr. I would appreciate whatever data you might furnish 
me on the reexport of strategic materials leaving our country. 

Secretary Sawyer. I will be glad to give you a report on that. You 
refer to any one of the friendly nations, I take it ? 

Mr. Tati. That is right. Thank you, Mr. Secretary. 

(The information requested is as follows :) 

THE SECRETARY OF COMMERCE, 
Washington, D. C., April 20, 1951. 
The Honorable BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. SPENCE: In response to requests made by Congressman Nicholson 
and Congressman Talle at the hearing of your committee on Wednesday, April 
11, 1951, I am glad to enclose herewith two tables which show exports from the 
United Kingdom to countries in the Soviet bloc in Eastern Europe in 1949 and 
1950 and to China and Hong Kong in 1950. Also enclosed are tables on the trade 
between the leading countries of Western Europe and Eastern Europe during 
1949 and for those portions of 1950 for which trade statistics are available in 
this form. The 1950 tables for Western Europe also show exports to China and, 
where the magnitude of the trade warrants, to Hong Kong. 

If there is any further information I can supply the committee, I shall be glad 
to know. 

Sincerely yours, 
Tomas W. 8S. Davis, 
Acting Secretary of Commerce. 

The Cuatrman. These reports that have appeared in the papers 
about the reexport of the strategic materials to countries which are 
unfriendly are greatly exaggerated, are they not, Mr. Secretary. 

Secretary Sawyer. I think they are exaggerated, but I think there 
are some instances of it. We ourselves caught the molybdenum thing 
which you read about some months ago. 

The Cuatrman. How far can you control the transshipment of 
strategic materials? 

Secretary Sawyer. Well, legally I have no control after the mate- 
rials leave this country, of course. But what I can do and what I have 
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been doing, as I said to the Congressman a moment ago, is operating 
rather effective controls, because I don’t let materials go out of this 
country if we have reason to believe that it is being transshipped, or if 
any similar material is being transshipped. That is not perfect con- 
trol, and there is undoubtedly some getting out, although the quantity 
is relatrvely small. 

Of course, as you know, there is a difference of opinion, among the 
various allied nations, as to what is and what is not strategic. The 
vast number of items which are on our strategic list are agreed to by 
the other countries, and about that there is no question, and they are, 
[ believe, exercising firm control of exports of those to the iron curtain 
countries. 

There is some difference of opinion as to a rather narrow list of 
items, and on those we are trying to secure what we call parallel action. 

The Cuarrman. Are there any further questions / 

Mr. Murrer. Mr. Secretary, | know the efforts the Department has 
been making along the lines you have indicated and I think you are 
doing an excellent. job. 

I think one of the things that will confront us on the floor when we 
present this bill, and I hope we will, will be along the lines of the 
discussion carried on this morning. 

There will also be questions raised, I am sure, as to whether or not 
there is any effective method for you to control the shipment, for m- 
stance, of jeeps, from a friendly nation that is making them, into satel- 
lite nations, or Communist China. 

I know that, as you have said a moment ago, you have been stopping 
the export of a strategic material where you find that that is being 
transshipped. Now, suppose the strategic material, or some of it, 
finds its way into an end product, in a friendly nation, and that end 
product, which is necessary to carrying on a war, finds its way into 
these nations. 

Can you do anything with those nations to stop the export of that 
material 

Secretary Sawyer. Well, as I say, we have the agreement of our 
friends in Western Europe on the vast majority of what we regard as 
strategic materials, that they will not ship or transship them. 

As far as jeeps are concerned, I imagine they would be regarded as 
military supplies and that is controlled by the State Department and 
not by the Commerce Department. We deal only with nonmilitary 
items. 

Mr. Muvrer. Thank you. 

The Cuairman. Is there any objection to reporting this bill out ? 

( No response. ) 

Mr. Rains. I move that the bill be reported. 

The Cuairman. It has been moved that the bill be reported and 
that the chairman take such action as may be necessary to bring it 
hefore the House for consider=tion. 

(Motion approved by unanimous vote.) 

The Cuairman. Thank you very much, Mr. Secretary, for your 
assistance, 

The committee will now adjourn. 

(Whereupon, at 11 a. m., the committee adjourned. ) 
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AUTHORIZING FEDERAL NATIONAL MORTGAGE ASSO- 
CIATION TO MAKE COMMITMENTS TO PURCHASE FHA, 
SECTION 213, MORTGAGES 


FRIDAY, OCTOBER 19, 1951 


Hovss or RepresENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 


The committee met at 10 a. m., Hon. Brent Spence (chairman of 
the committee) presiding. 

Present: Messrs. Spence, Brown, Patman, Hays, Rains, Multer, 
O'Brien, McKinnon, Dollinger, Wolcott, Gamble, Talle, Kilburn, 
Cole, Hull, Scott, Nicholson, Burton, Fugate, Barrett, Widnall, Buf- 
fett, and Betts. 

(H. R. 5745 reads as follows: ) 

[H. R. 5745, 82d Cong., Ist sess. ] 
A BILL To permit the Federal National Mortgage Association to make commitments to 


purehase certain mortgages 


Be it enacted by the Senate and the House of Representatives of the United 
States of America in Congress assembled, That notwithstanding the provisions 
of subparagraph (G) of section 301 (a) (1) of the National Housing Act, as 
amended, the Federal National Mortgage Association is authorized to enter into 
advance commitment contracts which do not exceed $30,000,000 outstanding at 
any one time, if such commitments relate to mortgages with respect to which the 
Federal Housing Commissioner has issued, prior to June 29, 1951, pursuant to 
section 2135 of the National Housing Act, as amended, either a commitment to in- 
sure or a statement of eligibility: And provided further, That not to exceed 
$3,500,000 of said authorization shall be available for such commitments in any 
one State. 

The Crairman. The committee will be in order. 

We have two bills that we want to consider this morning. Mr. E. C. 
Gathings wants to make a little statement about the veterans coopera- 
tive bill. T hope that the statement will be made as brief as can be, 
because if we don’t get this out, we will have no chance to get either 
bill. 


STATEMENT OF HON. E. C. GATHINGS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARKANSAS 


Mr. Garraines. I appear here this morning in the interest of the 
passage of H. R. 5745. I would like to say, Mr. Chairman and gen- 
tlemen of the committee, that I trust that you will see fit to add sub- 
paragraphs C, Q, and G; on line 3, where you see subparagraph G, you 
will include subparagraph C as an amendment to this legislation, 

Mr. Gampuir. You say C? 
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Mr. Garuines. That would put it in line with the Senate bill and 
would make this bill apply to housing over $10,000, and would take 
care of those houses that have already been sold 

Mr. Rarns. You say subparagraph C, you mean from the Senate 
bill, is that right? 

Mr. Garuines. Add C, where you see G also put C in there. 

The CuarrMan. The Senate hasn’t reported this bill ¢ 

Mr. Garurines. No, sir. 

The CuarrMan. I understand that there is grave doubt of its being 
reported. I think if you put provisions in here that change the funda- 
mental policy, you will have greater trouble getting it through. The 
reason we prepared this bill, we thought it might expedite it and it 
doesn’t change the fundamental policy, if we leave the price brackets 
the same. 

Mr. Garnines. Mr. Chairman, we are interested in speed and getting 
it passed. I just want to say that there are a good many of these units 
that have been sold that are three-bedroom that come to $11,500, and 
I just thought it would be so fine that we wouldn’t penalize a man be- 
cause he had a wife and two or three children that needed a three-bed- 
room flat instead of a two-bedroom. 

Mr. GAmpie. What is C? 

Mr. Garutnes. That is the $10,000. That would waive the $10,000 
provision of the present law. 

There is a great need for this legislation and I do trust that you will 
see fit to approve it this morning, and it can be taken up. There has 
been quite a lot of legislation that has been agreed to on the floor of 
the House in the last 2 or 3 days that is far more far-reaching than this 
5745. 

It can be approved by unanimous agreement on the floor of the 
House if they understand the provisions of it. This bill here is for 
the little man, the wage earner, the man who couldn’t get a house any 
other way. They have gone out here and sold these units to these 
workers. 

They put up their down payment and that has been the end of it and 
unless this bill is enacted, I don’t see how these houses could ever be 
built. The whole program would be endangered if this 5745 or 
S. 2290—— 

The Cuatrman. If we report this bill as introduced, it will carry out 
the program as it existed at the time these contracts were made and 
will give these people the same rights they thought they would be en- 
titled to. 

Mr. Gatuines. That is right. 

The Cuamman. But I think if you change the brackets, you are go- 
ing to have trouble. I think there is going to be trouble getting it 
through the House and Senate. 

Mr. Garurnes. Mr. Chairman, I am for the legislation as written, 
you understand. I just wanted to make that statement that there are 
a good many of these housing units of three bedrooms that would 
come to about $11,000 or $11,500 in my area to take care of these folks 
who do have children. 

Mr. Ratns. The trouble we get into with that in this bill is also 
applying to the GI with the veterans act. 

Mr. Brown. You are not insisting on this? 

Mr. Garuinecs. I am not insisting, not a bit of it. 
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Mr. Brown. I think if you insist on your amendment we get into 
serious trouble because it changes the fundamental program, and if 
we passed the bill as is, it would preserve the rights they thought they 
were entitled to at the time they bought these units. 

Mr. Gatuines. Yes. 

The Cuamrman. I think, when you consider the conditions that 
exist, this would be the only one you could get through. 

Mr. Garuines. The only hope, as I see it, is to pass this bill. 

Mr. Kitsurn. Mr. Chairman, I would like to say that I think this 
committee—whatever Mr. Gathings wants should be adopted. I think 
the whole committee has so much respect for you that we would like 
to do whatever you would like to have. 

Mr. Garuines. Thank you, Mr. Kilburn. 

Thank you. 


STATEMENTS OF WARREN J. LOCKWOOD, ASSISTANT FEDERAL 
HOUSING ADMINISTRATION COMMISSIONER, AND ASHLEY 
FOARD, ASSISTANT GENERAL COUNSEL, HOUSING AND HOME 
FINANCE AGENCY 


Mr. Lockwoop. My name is Warren J. Lockwood, Assistant Com- 
missioner of the Federal Housing Administration in charge of cooper- 
avive housing. 

I am here, gentlemen, merely to be of service to you in the event 
tnat you have some questions to ask concerning this matter that I 
happen to have knowledge of. 

Mr. Gampte. This is H. R. 5745. 

Mr. Lockwoop. Yes. 

The Cuarrman. What is the attitude of the Housing and Home 
Finance Agency in regard to this? 

Mr. Locxwoop. I think my associate ought to answer for the Hous- 
ing and Finance Agency. I am speaking merely for the Federal 
Housing Administration, which would have the obligation of carrying 
out the general functions of cooperative housing. 

The CuHarrman. What is the attitude of that organization ? 

Mr. Locxwoop. I think I could say this: that the Commissioner 
has an open mind. He is not opposed to this legislation. He has no 
reason to come up here and advocate this legislation, feeling that 
his responsibility is to carry out whatever the acts of Congress are. 
That is consistent with the attitude of the Federal Housing Adminis- 
tration right along. 

Mr. GamBie. They have never been very backward, I don’t believe. 

( Discussion off the record.) 

Mr. Gamsie. Who is in favor of it? Let’s get the facts of the situa- 
tion. Do you have a statement, sir? 

Mr. Lockwoop. No. 

Mr. Gambier. Who has? 

The Cuairman. I want to say that it was introduced at the request 
of a great number who were very insistent that consideration be given 
to this matter, and I saw no objection to it. I thought it would be 
well to give these people a chance to purchase the homes if they 
entered into these contracts in good faith, and I introduced the bill 
for consideration of the committee. 
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Mr. Gambte. Is this the cooperative-housing situation ? 

Mr. Raines. That is right. 

Mr. Gamer. So I understood. In other words, they have a number 
of applications ¢ 

The CHairman. Yes; a number of applications that they haven't 
been able to process because they can’t get the funds, and this gives 
Fannie May the opportunity to make the commitments to the extent 
of $30,000,000 to carry out these contracts which otherwise cannot 
be carried out. That is what I understand. 

Mr. Hutt. What about the amendment asked by Mr. Gathings ? 

The CuHairman, I think, if you put that in there, you kill the bill 
because it changes the fundamental program. I don’t think we ought 
to change that without some additional hearing on it. 

If you want to give them relief, you will have to ¢ arry out the pro- 
gram as it now exists and give these people the rights they thought 
they would have when they entered into the contracts. 

Mr. GamBir. You expect to make the appropriation in January 
or soon thereafter, subject to getting an appropriation at the next 
session. That is what I understood was the purpose of it. I just 
wanted to get that clear. 

Mr. Woxcorr. What is the amount of the existing Fannie May 
authorization ? 

_ Foam. The total statutory authorization for Fannie May is 
now $234 billion. The advance commitment authority is $200,000,000 
mic oa ‘the recently enacted Public Law 139, and is limited to military 
housing and housing in defense and disaster areas. 

Mr. Wocorr. This $30,000,000 would have to do only with FHA 
commitments which have been made prior to June 29? 

Mr. Foarp. That is right. Where there was an eligibility certifi- 
cate issued by FHA prior to June 29. 

Mr. Woxcorr. That would be in addition to the present limitation ? 

Mr. Locxwoop. It would; yes. 

Mr. Woxrcorr. These commitments have to do primarily with co- 
operative housing ? 

Mr. Foarp. Entirely under the bill. 

Mr. Woxcorr. I would like to have the set-up on the number of 
applications and the cooperatives. Do you have any information on 
that ? 

Mr. Lockxwoop. I think it can be said generally that they have 
availed themselves of the opportunity for the type of financing when 
65 percent or more of the applicants are veterans, so that you can say 
ge nerally that, out of this whole list of housing projects that would 
be aided by this legislation, 65 percent are veterans. 

Mr. Wotcorr. Sixty-five percent are veterans? 

Mr. Locxwoop. I would say that that is a fair statement. 

Mr. Wotcorr. The veterans have been a little more active in respect 
to the establishment of contracts than nonveterans. 

Mr. Locxwoop. Yes, and I think the housing meets the need of 
younger people, most of whom are veterans. 

Mr. Woxcorr. Why did you put this ceiling at $30,000,000? In 
your estimate, does that cover the number of ate beeen and certi- 
ficates of eligibility ? 

Mr. Locxwoop. I don’t know that this was done with any careful 
design, but it turns out that the actual dollar amount that they would 
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be able to avail themselves of if this legislation went through is $29,- 
746,000. 

It does come, in its entirety, under a $30,000,000 limit. 

Mr. Wotcorr. Merely rounds it out? 

Mr. Lockwoop. Yes. 

Mr. Gambsue. Has the Director of the Budget approved this? 

Mr. Foarp. No; he has not, to my knowledge. We have not sub- 
mitted it to him for his views within the short time that has elapsed 
since the bill was introduced. 

Mr. Gampte. When did you find out that you needed the money? 

The Cuarrman. The administration never asked for this bill. 

Mr. Rarns. The Members of Congress asked for it. 

The Cuarrman. The Members of Congress and a great number 
of other people asked for it. 

Mr. Gamsie. That is what I wanted to make clear. 

The Crairman. Are there any further questions ? 

Mr. McKinnon. This precommitment fund is now limited, as I 
understand it, to individual or duplex houses in three different kinds 
of areas. One of those areas will be your flood-disaster area; one 
would be your defense-impact area, and the other the Wherry hous- 
ing. Isn’t that true? That’s the place where you are making these 
commitments at the present time? 

Mr. Foarp. That is right, except that under the law housing is 
also being programed in these areas with respect to multiple rental 
units. Of course, multiple rental units are being programed and are 
eligible for advance commitments only in the areas which you men- 
tioned. None of the cooperatives to be affected by H. R. 5745, I 
understand, are in critical defense-housing areas. 

Mr. McKinnon. You are going to develop a situation with this 
bill where certain areas that are not eligible for the precommitments 
will be eligible for cooperative commitments but not eligible for com- 
mitments on individual structures that will be built by the private 
builder for sale ? 

Mr. Foarp. That is correct. 

Mr. McKinnon. Do you think that would be a wise provision, to 
have that discrimination in given areas? 

Mr. Foarp. I am not prepared to state our view on that at the 
present time, because the Housing Agency hasn’t yet had an oppor- 
tunity to formulate a position on the relative merits of advance com- 
mitments in those areas for the types of housing which you men- 
tioned. 

Mr. Lockwoop. As I understand it, this legislation does not benefit 
any new projects. It has to do with what has already transpired prior 
to June 29% 

Mr. Wotcorr. Have any commitments been made or certificates of 
eligibility been issued in respect to obligations of a loan exceeding 
$10,000 ceiling ? 

Mr. Lockxwoop. Yes. 

Mr. Wotcorr. How did you happen to do that? 

Mr. Lockwoop. We have no such limitation under the FHA legis- 
lation providing mortgage insurance for the cooperative housing. 
It just so happens that there is about $10,000,000 worth that have 
been issued by FHA. 
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Mr. Woxcorr. It seems to be the impression we were setting up a 
new standard by inserting C as well as G. I couldn’t figure out why 
you made the commitments in excess of that. 

Mr. Foarp. Congressman Wolcott, the $10,000 limitation, which 
the insertion of C would waive, is on the mortgages eligible for pur- 
chase by the Federal National Mortgage Association, not on the FHA 
insurance commitments. Their limitation is the usual FHA mort- 
gage-insurance limitation, which, you know, may be above $10,000. 

The FNMA has not made commitments to purchase any mortgages 
on cooperative housing, either above or below $10,000 per unit. 

Mr. Woxcorr. Why shouldn’t we put C in there as well as G? 

Mr. Foarp. To take care of all of the cases which Mr. Lockwood 
mentioned, you would have to do that, but, as the chairman pointed 
out, that does mean giving a special change i in the Fannie May purchas- 
ing authority for cooperatives which is not given to housing already 
under the advance-commitment procedure or to any other housing. 

The $10,000 limitation doesn’t apply just to mortgages on coopera- 
tive housing; it applies to all purchases of mortgages by the Federal 
National Mortgage Association. 

Mr. Wotcorr. I may be very dumb this morning, but I am not 
getting this at all. There is confusion around here. Iam not getting 
an understanding of this bill, and I would like to understand the 
fundamentals of it, anyway. 

I would like to know what the difference would be between this and 
your present practice if we put C in here. As I read this, this 
$30,000,000 is to allow you to take up the commitments which you made 
previous to June 1951 under the certificates of eligibility. Now, why 
shouldn’t they include C? 

Mr. Foarp. I didn’t intend to indicate any objection to that being 
put in. I was just pointing out that the change in the $10,000 limita- 
tion would go further than making the cooperatives’ mortgages eligible 
for Fannie May advance commitments on the same basis as other 
eligible mortgages, because the advanced-commitment. procedure now 
applicable to defense housing and disaster housing is subject to the 
$10,000 limitation. 

To put C in, you would not only make the cooperative housing 
eligible for FNMA advance commitments but you would give it the 
additional advantage of a higher ceiling. The certificates of eligi- 
bility, to which you refer, were issued by FHA and related only to 
mortgage insurance while the bill relates to the purchasing of mort- 
gages by FNMA. 

Mr. Rats. That is on the Fannie May proposition ? 

Mr. Foarp. Only Fannie May. It doesn’t change FHA authori ity. 

Mr. Gamprr. You have enough money—have you now—without 
subdivision C, to operate until the first of the year, sir? 

Mr. Foarp. There is adequate FNMA authorization to cover the 
additional $30,000,000 advance commitments. 

Mr. GAMBLE. So, you really don’t need to include this subdiv ision C 
in there, because you can’t operate adequately until after the first of 
the year under C? 

Mr. Foarp. The FNMA can operate at any time under the bill with 
respect. to mortgages at less than $10,000 per unit. but we couldn't 
cover these few limited cases of cooperative housing where the FHA- 
insured mortgage exceeds $10,000 per unit, unless C is inserted, 
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Mr. Gampie. That limitation would be $10,000 per unit 4 

Mr. Foarp. Yes. 

Mr. Gamete. Up to what point, sir? From there on up? 

Mr. Foarp. It would be the FHA ceiling, as a matter of law. _ 

Mr. Gamete. In other words, $10,000 up to no ceiling, you wouldn't 
have enough funds? : ; 

Mr. Foarv. The waiver of the $10,000 ceiling would not provide 
additional funds. It would merely waive an express provision in the 
law which says that Fannie May cannot purchase any mortgage which 
exceeds more than $10,000 per family unit. 

Mr. Gamer. Thank you, sir. 

The Cuamman. This bill affects only the Fannie May commit- 
ments ¢ 

Mr. Foarp. Yes, sir. 

The Cramman. And, if you change that, that would affect the 
fundamental law. 

Mr. Foarp. That is correct. 

The Cuairman. If we don’t get through with this pretty soon, there 
won't be a chance of reporting it out. 

Mr. McKinnon. That is a $10,000 mortgage limitation and not a 
$10,000 building-cost limitation. 

The Crairman. Yes. 

Mr. Gamete. I was just trying to clarify it. That is what I 
thought. In other words, the mortgage limitation of $10,000 has 
to do with the ceiling, and above that you are not interested. 

Mr. Gamstr. It is the mortgage ceiling that you are interested in; 
is that correct ? 

Mr. McKrynon. For the commitment of funds; yes. 

Mr. Tatue. I should like to have the witness explain some things 
forme. Will you point out what the prevailing situation is and what 
difference it will make if we enact this proposed legislation / 

Mr. Locxwoop. I am glad that you brought that question up, be- 
cause this legislation would make it possible for more than 3,000 peo- 
ple who have paid in their money to purchase their interest in the 
cooperative-housing projects all over the country, who cannot realize 
the actual building of those houses because mortgage financing is not 
available, but they had paid their money in, and they have been wait- 
ing since prior to June 29 for any opportunity to go ahead with the 
housing. 

Fundamentally, that is what the bill would do if it were passed : 
make it possible for these people to finance the housing. 

Mr. Gamete. Is there any objection to the passage of the bill / 

The Cuatrman. Is there any objection to the passage of the bill / 

Mr. Corr. Yes. 

The Cratrman. Mr. Clerk, call the roll on the passage. 

Mr. Hui. We are not in executive session as yet. 

The CuHamrman. We will go into executive session. 

(Whereupon, at 10:45 a. m. Friday, October 19, 1951, the committee 
went into executive session. ) 
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DEFENSE PRODUCTION ACT OF 1950—REPEAL OF 
SECTION 104 


FRIDAY, OCTOBER 19, 1951 


Howvse or REepresENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

(The committee met at 10 o’clock, the Honorable Brent Spence, 
chairman of the committee, presiding.) 

Present: Messrs. Spence (presiding), Brown, Patman, Hays, Rains, 
Multer, O’Brien, McKinnon, Dollinger, Wolcott, Gamble, Talle, Kil- 
burn, Cole, Hull, Scott, Nicholson, Burton, Fugate, Barrett, Widnall, 
Buffett, and Betts. 

(The bill, H. R. 5792, follows :) 


[H. R. 5792, 82d Cong., 1st sess.] 
A BILL To repeal section 104 of the Defense Production Act of 1950, as amended 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 104 of the Defense Production 
Act of 1950, as amended, is hereby repealed. 

The CHarrman. We will now take up H. R. 5792. 

Mr. Thorp, will you come forward ? 

Mr ’ \ 


STATEMENT OF WILLARD THORP, ASSISTANT SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS 


Mr. Tuorr. Mr. Chairman, my name is Willard Thorp. I am 
Assistant Secretary of State for Economic Affairs. I am very glad 
to have the chance to speak concerning the proposed repeal of section 
104 of the Defense Production Act. This is sometimes called the 
section with respect to fats and oil, but, as I think you all know, it 
was strongly supported by and defended in terms of dairy products 
and the problem seems to have narrowed down now in terms of its 
chief impact with respect to the matter of cheese. 

I shall speak only briefly, but I do want to give a quick background 
of the cheese industry in the United States. 

I think the industry has a record which any other industry would 
greatly envy. In 1931 our production of cheese was about 500 million 
pounds. In 1939, it had gone up to over 700 million pounds. In 1950, 
it was nearly 1,200 million pounds, which is more than doubling in this 
period of time. 

We have become from 4-pound-a-year cheese eaters to 7. 

Mr. Woxcorr. I understand there is a statement ? 

Mr. Txorp. I have no statement, Mr. Wolcott. During this period 
of great increase in production and consumption of cheese 
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Mr. Wotcorr. May I interrupt there? 

Mr. Hutt. Who do you represent here / 

Mr. Torr. The Department of State. 

Mr. Hutn. Who do they represent 

Mr. ‘Tuorr. It is a part of the United States Government. 

The Cramman. Will you start from scratch ? 

Let’s have order. 

Mr. THorr. ‘The main point IT wanted to make was that during this 
period of rapid expansion in production and consumption of cheese, 
the imports have stayed surprisingly constant. In 1931 there were 
62 million pounds; in 1939, 59 million; and in 1950, 65 million. They 
have dropped from 11 percent to 4.8 and of these cheese imports, a 
very large part, virtually all, are specialized cheese products. They 
come in over a substantial tariff barrier and most of them sell in this 
country ata premium. It is certainly open to question as to whether 
if some or all of these imported cheeses were kept out from the United 
States market there would be a corresponding benefit to the American 
cheese industry but against the limited benefits to the cheese industry, 
it is important to realize that this will have very serious effects and is 
already having serious effects upon other American industries. 

In the first place, this cuts off the dollars which are earned by a 
number of foreign countries and, therefore, they have fewer dollars 
to spend in the United States. 

I was informed that the Government of France, for example, after 
this amendment was passed, canceled an order for 3,000 tons of Amer- 
ican oranges, on the grounds that it would not have the dollars to 
pay for it. 

The Netherlands representative has told us that they are cutting 
back on wheat, flour, oranges, and prunes. I think there is no ques- 
tion but that the American industries, which will carry the burden 
of this, are primarily the fruit industries, tobacco industry and to 
a lesser extent the cotton industry. 

It is not just a matter of their having fewer dollars to spend, it is 
also a matter that we have negotiated with many countries with respect 
to cheese as a part of the trade agreements program and these coun- 
tries are entitled under the trade agreement program, when we deny 
to them a benefit, to withdraw a corresponding benefit from us and, 
therefore, we can look forward, as a result of this legislation, to other 
countries increasing their tariffs against American goods to achieve 
compensation but I think in speaking from the point of view of the 
State Department, I ought to speak rather more about the effect on 
our international relations in general. 

Mr. McCormack, of the Department of Agriculture, can deal with 
the problem as an agricultural problem. 

We have received notes from eight foreign governments protest- 
ing this action, from France, Canada, Italy, Denmark, Netherlands, 
New Zealand, Australia, and Switzerland. If I may, Mr. Chairman, 
I would like to submit these notes for the record, so that no one will 
think I am making up the story about the attitude of foreign govern- 
ments. 

(The notes are as follows :) 
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Avaust 30, 1951. 
{Translation ] 


The French Embassy in the United States presents its compliments to the 
Department of State and has the honor of referring to the restrictive measures 
taken by the Secretary of Agriculture by virtue of section 104 of the act entitled 
“Defense Production Act of 1951.” 

Among these measures, the establishment of a quota on imported cheese 
causes a serious prejudice to French exporters of Roquefort cheese. The quota 
established by the Department of Agriculture for imports of Roquefort cheese 
into the United States during the period of August 9, 1951, to June 30, 1952, 
is based on the average imports of 1948, 1949, and 1950. Its enforcement will 
result in reducing the sales of Roquefort cheese to about 650 short tons (annual 
base), whereas they reached 800 short tons in 1950, the latter figure being still 
inferior to that of 1,200 short tons imported in 1937 and 1948. 

In anticipation of the consequences which such restrictive measures may 
have on the trade between France and the United States, this Embassy deems 
it necessary to precise the following points, several of which have already been 
mentioned in its note of July 18, 1951: 

1. Roquefort cheese is an exclusively French luxury article, and its price is 
more than double that of Blue cheese of American manufacture. It should not 
be considered as a product directly competing with American Blue cheese, 
the latter being manufactured from cow’s milk, whereas Roguefort is made from 
sheep’s milk. 

2. As indicated above, the imports of Roquefort cheese into the United States 
have not as yet recovered their prewar level; whereas they were around 2,390,000 
pounds in 1937 and in 1938, they could not be resumed in 1945 owing to the food 
situation in France. They were as follows in the past few years: 


Pounds 
Ria 25 Fa che een oe a bak et ee ee lS hacky as ch serene all cad early 852, 475 
da ce Stars ee ee de a erie ne Raat geet il Re Perch Mat te 1, 398, 097 
ooo ks Se Pee ee ee Se es Es eee ae oe eel _ 1, 640, 891 
1951 (6 months) —---- bes Sit ees 8 Ne Segre ees. eee ie Basle. ct ahates Bete 800, 524 


The fact that the quota established by the Secretary of Agriculture is based 
on the last 3 years constitutes a new element which places Roquefort in a rather 
unfavorable position as compared to other foreign cheeses. 

3. The institution of these quantitative restrictions is contrary to the provisions 
of the GATT. 

(a) None of the exceptions provided for in article XI could be invoked—the 
decision to place imported cheese under quota is not designed to permit the 
enforcement of measures which operate— 

To apply standards or regulations for the “classification, grading, or 
marketing of commodities in international trade” (2b) ; 

“To restrict the quantities of the like domestic products permitted to be 
marketed or produced” (2c) (i). 

To remove ‘a temporary surplus of the like domestic products by making 
the surplus available to certain groups of domestic consumers free of charge, 
or at prices below the current market level” (2c) (ii). 

Even if the competing foreign cheeses should eventually create a surplus which 
would have to be removed, the Defense Production Act provides methods en- 
tirely different from those of paragraph 2c (ii) of the above-mentioned article. 

(b) The quota which has just been instituted could be justified only by article 
XII. The latter permits the application of import restrictions. However, it only 
gives this latitude in order to safeguard the external financial position and 
balance of payments. 

It seems unnecessary to insist on the fact that the measure referred to in this 
note has been taken by a creditor country against its debtors, which, on the 
other hand, it encourages to increase their receipts in dollars, 

In short, the quota which has been instituted against the importations of 
cheese in the United States constitutes a new obstacle to the development of 
exchanges, This measure is contrary, not only to the text of the general agree- 
ment, but also to its spirit. 

Consequently, the French Embassy would be obliged to the Department of 
State if it would take into consideration the above-mentioned points, and would 
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highly appreciate it if the Government of the United States would reconsider 
the present quota system and also make representations to the Department of 
Agriculture, with a view toward obtaining from the latter a less rigorous 
application of the provisions of section 104 of the Defense Production Act of 
1951. 

The attention of the Department of State is also called to the fact that in case 
no improvement of the present status of French cheese imports in the United 
States should take place before the meeting of the contracting parties of the 
GATT, which is to be held at Geneva, starting September 17, 1951, the French 
Government would very likely deem it necessary to request the Executive Sec- 
retary of the Interim Commission for International Trade Organization to 
place this question on the agenda of its next session. 

The French Embassy takes this opportunity to present to the Department of 
State the assurances of its very high consideration. 





DANISH EMBASSY, 
Washington 8, D. C. 

The Danish Ambassador presents his compliments to the honorable the Sec- 
retary of State and has the honor to inform the Secretary of the following: 

As already pointed out in previous notes, the Danish Government considers 
restrictions of cheese imports into the United States of the nature now imple- 
mented incompatible with the international obligations of United States of 
America as set out in the GATT agreement. Since no quantitative restrictions 
of cheese imports into the United States were in force when the United States 
signed the GATT agreement in the autumn, 1947, the United States Government 
in the view of the Danish Government must be bound by section XI of the 
GATT agreement not to institute such restrictions. The Danish Government 
is aware of the fact that articles XI-A, XII, XVIII, IXX, and XXI of the said 
agreement, subject to certain conditions, authorize exemptions from the general 
interdict against quantitative restrictions. It seems, however, that as far as 
American cheese imports are concerned prevailing conditions do not warrant the 
rigoristic steps now taken by the United States to limit cheese imports, nor do 
they bring such steps into harmony with the GATT agreement. 

Failure on the part of the United States to observe international obligations 
under the GATT agreement has caused disappointment and concern in Denmark 
particularly since considerable means and efforts have been invested in an ex- 
pansion of Danish cheese production in confidence of the encouragement offered 
by ECA and in the hope through increased dollar earnings to attain the viability 
aimed at by the Marshall plan. 

This concern has been the more aggravated as the period chosen by the United 
States authorities as a base for the quota arrangement is particularly unfavor- 
able for Denmark. 

Denmark’s total cheese exports to United States in 1948, 1949, and 1950 were 
394, 613, and 1,896 tons, respectively, out of which blue cheese constituted 354, 
529, and 1,576 tons. 

During the American financial year 1950-51 the exports amounted to 2,756 
tons, out of which blue cheese accounted for 2,319 tons. 

During the first 6 months of 1951 exports totaled 1,494 tons, 1,259 tons of which 
were blue cheese. 

Provided that the importers utilize the quota by buying from the individual 
exporting countries in the same proportion as has been applied for so far, the 
above-mentioned basis period (1949-50) will result ina reduction of the monthly 
Danish cheese exports to the United States during the remainder of 1951 to less 
than one-third of the monthly exports during the first 6 months of the current 
year. 

For the purpose of comparison with Denmark’s cheese exports to the United 
States prior to the Second World War the following information may be given: 

In 1937 Denmark’s export of cheese to the United States—the major part of 
which was blue cheese—totaled 2,228 tons and in 1937-40 averaged about 2,000 
tons per year. 

A reduction on basis of the planned base period (1948-50) will consequently 
curtail the monthly cheese exports from Denmark to the United States to about 
one-third of the prewar level. 

The Danish Government feels confident that upon further consideration of the 
matter the American authorities will again bring their import regulations into 
conformity with international obligations. Pending an adjustment of the present 
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regulations to that end the Danish Government must urge that in order to mini- 
mize the damage that will be caused in the meantime the base period be changed 
forthwith from 1948-50 to the first 6 months of 1951. 
[SEAL] RoyaL DANISH EMBASSY, 
WASHINGTON, D. C., August 28, 1951. Washington. 


THE CANADIAN EMBASSY, 
Washington, D. C., August 27, 1951. 
No. 496. 

The Canadian Chargé d’Affaires, a. i., presents his compliments to the Secre- 
tary of State and has the honer to advise him that the recent announcement of 
the United States Department of Agriculture with regard to the control of im- 
ports into the United States of fats, oils, and other dairy products has created 
a situation which is of urgent concern to the Canadian Government. The restric- 
tion of the imports of dried-milk products, and cheese in particular, will cause 
immediate damage to Canadian trade with the United States. 

In the case of cheese, the new import quota will reduce United States imports 
substantially below the levels which have prevailed in the immediate past. This 
reduction cannot fail to have a serious prejudicial effect upon the position of the 
Canadian dairy industry. 

While the impact of the new restrictions upon particular producers is of 
immediate concern, the Canadian Government wishes also to call the particular 
attention of the Government of the United States to the more far-reaching 
implications of this action. The new restrictions announced by the United 
States Department of Agriculture are contrary to the obligations which the two 
Governments have assumed toward one another in the General Agreement on 
Tariffs and Trade. The latter provides clearly that quantitative import restric- 
tions of this kind shall not be imposed except in certain stated circumstances 
which cannot be held to exist at present in respect to these commodities. These 
new import controls, furthermore, will nullify the value of certain of the tariff 
concessions which were negotiated at Geneva in 1947 and at Torquay, these 
eoncessions having been bound by the United States until January 1, 1954. 

The Government of Canada has sought at all times to observe the terms of the 
General Agreement on Tariffs and Trade which govern the commercial relations 
between our two countries. The Canadian Government earnestly hopes the 
Government of the United States will review the action it has recently taken to 
restrict the imports of dairy products, in the light of the provisions of the Gen- 
eral Agreement on Tariffs and Trade, in order that the mutually advantageous 
trade which is of such great importance to the general well-being of both our 
countries may not be impaired. 





EMBASSY OF NEW ZEALAND, 
Washington, D. C., July 19, 1951. 

The Ambassador of New Zealand presents his compliments to the Secretary 
of State and has the honor to refer to certain matters which, insofar as they 
appear likely to have significant effect upon the opportunities for the marketing 
of New Zealand dairy products in the United States, are giving serious concern 
to the New Zealand Government. 

It is understood that legislation has been passed by the Congress of the United 
States which provides for the continuation of certain emergency wartime restric- 
tions against the importation of fats and oils, including butter, which otherwise 
would have expired. It is also understood that in extending the present Defense 
Production Act certain amendments are proposed which would not only continue 
the present degree of restriction on fats and oils for a further 2 years, but would 
also extend the scope of these measures to restrict the importation of other dairy 
products, including cheese. 

The New Zealand Government would be grateful if consideration could be given 
to the following factors: 

The dairy industry in New Zealand has been developed and organized for 
export production and, together with other agricultural and pastoral industries, 
forms the whole basis of New Zealand’s economy. In the 18 months ended June 
1950 the value of dairy products exported from New Zealand was over one- 
third of the total value of all exports in that period. The standard of living of 
New Zealand and the economic life of the country is substantially dependent 
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upon export outlets throughout the world. In view of this reliance upon export 
markets, the dairy industry of New Zealand has always maintained great effi- 
ciency and the New Zealand products have an excellent reputation in world 
markets. 

The United Kingdom is traditionally the largest purcheser of New Zealand’s 
dairy produce. Other markets, however, are extremely important to New 
Zealand, not only for the purpose of maintaining broad trade relationships, but. 
also to enable us to purchase a wide range of import requirements from many 
countries. Access to all world markets both for exports and for imports is of 
fundamental importance to New Zealand, and this applies particularly to the 
maintenance of trading opportunties with the United States. 

Prior to the recent World War, New Zealand had a small but regular export 
trade with the United States in butter and other dairy products. During World 
War II, and in accordance with the wishes of the Governments of the United 
States and the United Kingdom, New Zealand’s exports of dairy produce were 
concentrated in the United Kingdom market. In addition, however, and as a 
result of strenuous efforts to increase production, large supplies of New Zealand 
butter and other dairy produce were made available to the American and other 
Allied forces. 

In the postwar years, when world shortages of basic foods have been a major 
problem, New Zealand has exerted every endeavor to increase the production 
of dairy products. Notwithstanding the acute need of the United Kingdom for 
food products, New Zealand has been anxious to resume trade with the United 
States even though the quantities of dairy produce available could only have 
been small. Sales over recent years of some quantities of cheese and other 
products to the United States have been valued as representing progress in this 
direction, and particularly as a means by which New Zealand can earn the 
dollar exchange with which to make purchases from the United States. 

Action by the United States Government not only to continue these restrictions 
originated under wartime conditions but also to extend the restrictions against 
the importation of all dairy products from New Zealand, could not fail to have 
a most profound effect upon the economic strength and welfare of New Zealand. 
New Zealand has a pressing need to increase its earnings of dollar exchange in 
order to purchase the raw materials and equipment needed not merely to main- 
tain its standard of living but also to continue its contribution to the common 
defense effort. 

In view of certain statements made in Congress, it is also thought appropriate 
to point out that the quantities of butter, cheese, and other dairy products which 
New Zealand could make available to this market are necessarily limited, and 
indeed would be of minor significance in relation to domestic production in the 
United States. Furthermore, it is the policy of the New Zealand agency respon- 
sible for the marketing of these products to effect sales in an orderly manner, 
and at current market levels after making any reasonable allowance to the 
importer for any special commercial risks involved. 

Apart from the adverse effects mentioned heretofore, any restrictive action as 
proposed would be contrary to mutually agreed objectives of reducing trade 
barriers and, in particular to the letter and the spirit of the General Agreement 
on Tariffs and Trade. It would tend to neutralize the benefits for which 
New Zealand has already given concessions under this agreement. Furthermore, 
it must not be overlooked that restrictive measures of this nature render 
more difficult the task of gainsaying those sectional interests which are opposed 
to the principle of reducing trade barriers. 

Opportunity is taken of pointing out that restrictions of the type proposed 
are likely to add to the forces of inflation which the United States in cooperation 
with New Zealand and other countries is seeking to combat. 

In conclusion, having particularly in mind the present efforts of the United 
States and New Zealand within the limits of their capacities to fulfill their 
obligations to resist forces of aggression throughout the world, it is considered 
that the availability of the United States market for dairy products from 
New Zealand is of considerable significance, both to the implementation of 
those aspects of United States policy associated with the current international 
emergency and also to the supply to New Zealand of raw materials and equip- 
ment so urgently needed to fulfill New Zealand’s share in the joint efforts of 
free countries. 

Although it is earnestly hoped that the proposed restrictions will not be 
enacted, the New Zealand Government would be grateful for clarification of 
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the position relating to the admission of dairy products covered by existing 
contractual arrangements and also relating to shipments in transit or about to 
be loaded. 


ee 


WASHINGTON, D. C., August 29, 1951. 


The Netherlands Ambassador presents his compliments to the honorable the 
Secretary of State and, upon instructions from his Government, has the honor 
to inform him of the following. eae 

The Netherlands Government is greatly concerned by the import restrictions 
imposed by the Secretary of Agriculture pursuant to the “Defense Production 
Act Amendments of 1951.” These restrictions have an immediate damaging 
effect on Netherlands exports of dairy products to the United States which are 
of primary importance (cf. the attached statistical summary ). They will also, 
in contradiction to policy directives of the Economic Cooperation Administration, 
have serious indirect consequences for the Netherlands efforts to increase exports 
to the United States and thereby for the Netherlands dollar-earning capacity. 
Private Netherlands firms when considering the initiation of new exports to the 
United States will start to doubt whether the investment involved is worth while 
since new import restrictions may frustrate any endeavors they might have 
started. 

In the case of Netherlands cheese considerable investments for promotion 
and distribution in the United States have recently been made and would now 
be lost. Thus the restrictions in question will unfavorably affect the Nether- 
lands dollar balance of payments and will obviate one of the principal objec- 
tives of United States financial assistance, namely the decrease of the gap in 
the dollar balance of payments. From a wider point of view measures like the 
present ones obviously interfere with the efforts of the United States Govern- 
ment to increase the economic and defensive strength of Europe. The objec- 
tives which the United States have in mind in this connection may partly not 
be implemented as a result of these measures. 

Finally it may be pointed out that the restrictions in question are at vari- 
ance with the letter and the spirit of the General Agreement on Tariffs and 
Trade. They will also tend to diminish the value of tariff concessions on 
Edam and Gouda cheese negotiated under the GATT. The Netherlands, there- 
fore, urgently hopes that it will soon be possible to abolish the measures in 
question. If this should not be the case the Netherlands Government may to 
its regret be forced to submit this question to the contracting parties of the 
GATT in conformity with the provisions of article XXIII of the GATT. 


1951 (an- 


Aver- | nual rate 
1937 1938 1947 1948 1949 1950 age based on 
1948-50 first 6 
months) 
United States cheese imports from | 
Netherlands (in 1.000 pounds). - 5.420 4.140 247 328 | 633 | 3.398 1. 453 5. 328 





Total United States cheese imports 5.490 54.677 23.000 | 32.000 | 56. 000 
(37-88), (388-39) 
Percentage Netherlands of total 

imports. _. 8.6 7:2 nee 1.5 
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ITALIAN Empassy, 
Washington, D. C., August 15, 1951. 

The Italian Embassy presents its compliments to the Department of Stile 
and has the honor to eall its kind attention to the following. 

On August 9, 1951, the United States Department of Agriculture announced 
that the import of cheese had been placed on a quota basis, in accordance with 
the provisions of the Defense Production Act, as amended (Andresen amend 
ment), in view of circumstances indicated therein. 

The Italian Embassy wishes to point out that none of the circumstances 
mentioned in the amendment, requiring a control of imports, exists in the case 
of Italian cheese, since imports of this product from Italy are still far below 
the prewar level. 
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Italian cheese imports do not result in an unnecessary burden of expendi- 
ture under the United States Government price-support program, because said 
imports are not competitive with the American product and are, moreover, sold 
at a much higher price than the domestic production. 

In fact, the bulk of Italian cheese imported into the United States is a 
special type of cheese, sheep’s milk cheese, which is not produced in the United 
States and therefore is not in competition with any domestic production. 

Other typical Italian cheeses are not produced in the United States in ap- 
preciable quantities and in any event their imitations are not competitive, neither 
in price nor in quality, with the corresponding Italian products. Therefore, any 
further restrictions on imports of Italian cheese in favor of the American products 
(which are already amply protected by the high customs duties, customs pro- 
cedures, and by the regulations of the Food and Drug Administration) are detri- 
mental to the American consumption of these products and at the same time 
deprive one of the United States best customers of her means of earning the 
dollars needed for the payment of her purchases of American products. 

Cheese was always one of the most important and typical Italian exports 
to the United States and to restore this export to the normal prewar level is 
in the interest of both countries, in order to reduce the enormous unbalance of 
trade and to lessen the “burden or expenditure” generously sustained by the 
United States Government in its program of assistance to the Italian economy. 

Italy is still in the process of rebuilding her trade with the United States and 
therefore restrictions limiting her exports to the United States would hamper the 
resumption of her vital currents of exports. 

The recent regulation of the Department of Agriculture will cause a con- 
traction of the Italian cheese imports into this country with a consequent in- 
crease of the Italian trade deficit. Such a situation will finally force Italy to 
reduce her purchases of wheat, cotton, and other agricultural products in the 
United States, which are of vital interest to millions of farmers and for which 
a price-support program is likewise a further burden of expenditure to the 
American taxpayers. ‘ 

The Italian imports of cheese are still noticeably lower than the levels reached 
during the prewar period, based on a normal commercial situation. Despite 
the progress of the past few years, these imports from Italy and other countries 
still represent a negligible fraction of the American production, which, in re- 
spect to the Italian type of cheese, was abnormally developed because of the 
lack of supplies during the war. 

The news of the restrictions on imports of cheese in the United States has 
caused the greatest concern in all Italian agricultural and industrial circles 
interested in the exports of cheese to the United States, which depend entirely 
upon this activity for their livelihood. 

The adoption of a quota basis import policy means that the United States is 
now advocating a return to methods and system which they tried to abolish 
through the various OEEC and ECA initiatives in Europe. 

The adoption of the quota system for cheese has created great perplexity in 
the Italian Government and in the public opinion and will certainly hamper 
further progresses toward a policy of liberalization of exchanges, as supported 
by OEEC and advocated by the American Government for a closer economic 
cooperation and integration among free nations. 

Furthermore, a contraction of the imports of Italian cheese would disregard 
the provisions of article 11 of the GATT and would void the United States 
tariff reductions recently agreed upon and for which Italy granted similar 
tariff reductions in favor of American products. 

It is also feared that similar restrictive measure will be applied by the 
Department of Agriculture to olive oil, which, like cheese, is one of the most 
important and traditional items of Italian exports to the United States. 

Italy, unfortunately, has few lines of exports for which she can find an out- 
let in the United States market; should these currents be cut off by restrictive 
measures on the part of the United States Government, disastrous consequences 
of economic and social character would result for a country already facing a 
large unemployment and enormous difficulties in earning, through her export 
trade, the dollars needed for the procurement of essential foodstuffs and raw 
materials. 

In view of the foregoing, the Italian Embassy would be grateful if the De- 
partment of State would give its particular attention to this matter, in order to 
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avoid the unfavorable repercussions which the adoption of such a measure would 
cause to the trade relations between Italy and the United States. 

The Italian Embassy expresses its thanks to the Department of State for its 
kind consideration and assistance. 


THE DEPARTMENT OF Strate, Washington, D. C. 





LEGATION DE SUISSE, 
Washington 8, D. C. 

The chargé d’‘affaires ad interim of Switzerland presents his compliments to 
the honorable the Secretary of State and has the honor to refer to the legation’s 
note of July 23, 1951, expressing the hope that the amendment to section 7, title 1, 
of the Defense Production Act of 1950 (S. 1717, H. R. 3871), if enacted into law, 
would not be construed as applying to the import into the United States of cheese 
from Switzerland. 

In the meantime, Public Law 96 (ch, 275, 82d Cong., Ist sess.) was put into 
force as of July 31, 1951. Under this law a new section, No. 104, was inserted 
in the Defense Production Act, empowering the President of the United States to 
prohibit totally or limit under certain conditions the import of cheese, among 
various other products. Pursuant to this authority, the Secretary of Agriculture 
limited the imports of cheese and determined that the measure applied also to 
imports from Switzerland. 

The chargé d'affaires ad interim has been instructed by his Government to bring 
the following considerations to the Department’s attention : 

1. The Swiss Government finds it difficult to understand why this measure is 
taken at a time when on the international level a liberalization of cheese imports 
and an increase of agricultural production in general is being postulated. In 
this connection the decision of the Organization for European Economic Coopera- 
tion to include cheese in the liberalization lists may be recalled. The new meas- 
ure cannot be reconciled with this policy of liberalization. The Swiss Govern- 
ment would not be in a position to justify and enact a liberalization program 
for cheese imports if at the same time import restrictions are applied by the 
United States, which is traditionally the most important market for Swiss cheese. 

2. Section 104 of the Defense Production Act states three requirements which 
are essential for the imposition of import limitations. The import of Swiss 
cheese to the United States cannot have any of the effects which the law was 
enacted to prevent. First of all, the types of cheese exported from Switzerland 
to the United States are sold on the market at considerably higher prices than 
the corresponding types of American cheese. Since Swiss types of cheese are 
specialty products which are not in competition with American production, the 
latter cannot be impaired. Secondly, the quantity of the imported Swiss cheese 
is so insignificant in relation to the total American consumption that it could not 
possibly interfere with domestic storing and marketing conditions. It may be 
stressed that United States imports of Swiss cheese in 1950 consisted of only 
approximately 0.7 percent of American cheese consumption. The Swiss Govern- 
ment expresses the hope, therefore, that, in consideration of these particular 
circumstances, Swiss cheese will be exempted from import limitations. 

3. The application of the import limitation in its present form to imports from 
Switzerland is, furthermore, not concordant with the terms of article VII, 1, of 
the trade agreement of January 9, 1936, between Switzerland and the United 
States, In case it should not prove feasible to exempt immediately from United 
States import limitation the cheese exports from Switzerland, the Swiss Govern- 
ment, under the terms of this article, would have to request that the total con- 
tingents fixed for the various types of cheese be made known and apply for a 
determination of the quota reserved to Switzerland within these total contin- 
vents. This quota would have to correspond to Switzerland's traditional share 
in the United States import of cheese. The Swiss Government trusts that when 
such quotas are determined due consideration will be given to the circumstance 
that Swiss exports of loaf, process, and alpine herb cheeses in 1948-1950 (which 
years serve as a basis for the American authorities) did not reach traditional 
prewar quantities and that adequate increases of Switzerland’s quotas will be 
allowed. Great difficulties of supply existed due to wartime economic circum- 
stances and Switzerland was compelled to limit its cheese exports up to the 
summer of 1949. 

The Chargé d’Affairs ad interim would greatly appreciate it if the Department 
of State would examine whether the legal requirements for the application of 
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the import limitations to Swiss cheese are actually filled. Should the immediate 
lifting of these measures be impossible, for administrative reasons, it is re- 
quested that they be brought into line with the trade agreement between Switzer- 
land and the United States and that quotas for adequate quantities be determined 
for and granted to Switzerland. 

WASHINGTON, D. C., August 25, 1952. 


AUSTRALIAN EMBASSY, 
Washington, D. C., September 11, 1951. 


AIDE MEMOIRE 


The Australian Government has considered the terms of section 104 of the 
Defense Production Act, as amended, and has noted the statement of August 9, 
1951, by the United States Secretary of Agriculture in which were set out decisions 
regarding the restriction of imports of agricultural products into the United 
States. 

The United States Government will recall that the Australian Ambassador in 
Washington on September 23, 1949, October 7, 1949, and June 6, 1950, addressed 
notes to the Secretary of State regarding the prohibition of the import of butter 
into the United States which was then being maintained under the Second War 
Powers Act. The Australian Government was much concerned that the import 
controls previously applied under that act which was understood to be temporary 
in character should now be continued and in some respects extended in scope 
under the Defense Production Act. 

Australia’s interest in this matter relates to butter, cheese, and dried milk. 
With respect to butter, the United States prohibition of imports ha’ nullified 
the tariff concession negotiated jointly by New Zealand and Australia at Geneva 
in 1947 and has hindered the formulation of a balanced external marketing 
policy for Australian butter. 

Australia is interested in the export of cheese to the United States in the 
Australian summer period and the Australian Government would be pleased to 
receive assurances that import licenses will be forthcoming if applied for by 
United States importers. 

It has been noted that no import restriction has been applied to full cream 
milk powder. However, so long as this product appears in the list of commodities 
which may be restricted under the Defense Production Act, the development of 
the trade will be hindered. 

The Australian Government is disappointed that the Government of the United 
States has not allowed its previous agricultural import controls to lapse but is 
continuing and tightening them. The Australian Government hopes that the 
United States Government will be able to offer assurances that Australian exports 
to the United States of the products referred to above will not be impeded. 

It is requested that this aide memoire be regarded as the commencement of con- 
sultations between the United States and Australian Governments in the sense 
of article XXII of the General Agreement on Tariffs and Trade, and the Aus- 
tralian Government would be glad to receive advice as to how the United States 
authorities regard the measures now under discussion in relation to the provi- 
sions of the general agreement. 

Mr. Hutx. How much has France gotten from the Marshall plan? 
How much have we paid to France since the war? 

Mr. Tuore. I don’t know the figures, but it is very substantial. I 
am sure it ismore than $1 billion. 

Mr. Hutt. A lot more than the amount of their dairy products. 

Mr. Tuorr. Oh, yes. 

Mr. Hutz. What about the Netherlands ? 

Mr. Tuorp. The Netherlands has had substantial assistance. 

Mr. Hutu. Have we another bill in which the Netherlands were 
alleged to be shipping steel to Russia. What about that? 

Mr. Tuorr. To the best of our knowledge in the State Department, 
there is no steel going from the Netherlands to Russia. 

Mr. Hut. But there were some ? 





DEFENSE PRODUCTION ACT, 1950 45 


Mr. Torr. In the past, yes. 

The CHAIRMAN. Gentlemen, may I suggest that you let the witness 
finish his statement and then he will be subject to interrogation. 

Mr. Huu. We won’t have another chance. 

Mr. Tuorr. Several months ago I was ata meeting in Geneva _ 
the countries where we have trade agreements, 30 of them; as far 
the various countries there were concerned, they spoke very eeaully 
in terms of their attitude with respect to ‘this action, verifying the 
position as taken in the notes which I filed with you. 

The effect on international relations is that it appears to these other 
countries as being an exceedingly inconsistent action by the United 
States to take. 

In the first place, we have been helping these countries to get back 
on their feet. We have been giving them the kind of assistance which 
you have pointed out and we have been saying continually that they 
must earn their own way; they must become self-supporting. 

Recently, we have been making their problem more difficult by 
saying that they cannot ship goods to Eastern Europe and, therefore, 
they feel that this is a rather curious action on our part after we have 
encouraged them to build up their own economies and to become self- 
supporting for us to make it more difficult for them to earn the dollars 
which are required for self-support. 

In the second place, our commercial policy and our whole trade- 
agreement program has been based upon the notion that it is desir- 
able to expand trade between countries within certain safeguards. It 
is very difficult to demonstrate, I believe, in this case, that any special 
safeguard is necessary. 

In the third place, this matter of trade in cheese with other countries 
has been a negotiated matter in a number of our trade agreements and 
we took action without consulting with other governments and we 
took action which we have tried very hard to convince other govern- 
ments is not appropriate. 

You see, our great problem in foreign trade has been to try to break 
down and limit the extent to which other countries established quotas 
against American goods, and it greatly weakens our efforts in that 
direction if we, ourselves, take such action when it can hardly be 
justified on security grounds or on balance-of-payment grounds both 
of which are generally admitted as being appropriate grounds, so 
that on the basis of our policy to make these countries self-support- 
ing, to expand trade, and to carry out the trade-agreements program, 
this action, which was taken by the Congress, has been exceedingly 
embarrassing. 

I would like, also, to mention the fact that there are protections 
which do exist. 

In the first place, there is the escape clause, which in the latest 
version of the Trade Agreements Act was tightened up by the Con- 
gress and which does provide a way for an industr y when it is threat- 
ened by imports from abroad to get assistance from the Government. 

In the second place, there is section 22 of the Agricultural Adjust- 
ment Act, which gives authority for action to be taken against im- 
ports when it disturbs any of our American agricultural programs. 

And, finally, there is section 101, which I am sure you all know, in 
the Defense Production Act, itself, which is a section which authorizes 
the Administrator, Mr. Wilson, to establish limitations on imports 
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when he feels that it is in the interest of national security, so that 
we find it very hard to explain this particular and special action di- 
rected at the cheese industry when there are these many protections 
which apply in general and are available to that industry as well 
as others. 

In conclusion, Mr. Chairman, I merely would like to say that the 
President in his statement concerning the provisions of the Defense 
Production Act had this to say about section 104. 

I also asked the Congress to repeal promptly the provision of the act which 
places new restrictions on our imports of fats and oils and dairy products. These 
restrictions are unnecessary for the protection of domestic producers who are 
amply safeguarded under other laws and they run counter to our national policy 
of reciprocal trade agreements. 


I am prepared to stand on that statement, Mr. Chairman, and hope 
very much that this committee will approve the repeal of section 
104 of the Defense Production Act. 

The CuHatrman. There is a quorum call in the House and I under- 
stand they are going to consider the tax bill. 

We will adjourn to meet tomorrow at 10 to continue the hearing 
on this bill. 

(Whereupon, at 11:10 a. m., the committee adjourned, to recon- 
vene at 10 a. m., Saturday, October 20, 1951.) 











DEFENSE PRODUCTION ACT OF 1950—REPEAL OF 
SECTION 104 


SATURDAY, OCTOBER 20, 1951 


Howse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., in the committee room of the House 
Committee on Banking and Currency, the Honorable Brent Spence 
(chairman) presiding. 

Members present: Messrs. Spence, Brown, Burton, Hays, Wolcott, 
Hull, Nicholson, and Betts. 

The Crarrman. The committee will come to order. We will hear 
the statement of the representative from the Department of Agri- 
culture. 

The Crierk. Mr. F. Marion Rhodes, Director of the Office of Re- 
quirements and Allocations, Department of Agriculture; accom- 
panied by Mr. Preston Richards, Director of the Dairy Branch. 

The Cuairman. Mr. Rhodes, will you proceed. 


STATEMENT OF F. MARION RHODES, DIRECTOR, OFFICE OF RE- 
QUIREMENTS AND ALLOCATIONS, DEPARTMENT OF AGRICUL- 
TURE, ACCOMPANIED BY PRESTON RICHARDS, DIRECTOR OF THE 
DAIRY BRANCH, DEPARTMENT OF AGRICULTURE 


Mr. Ruopres. Mr. Chairman, the Under Secretary of Agriculture 
was compelled to leave town yesterday to take care of some previous 
commitments, and he requested that I appear and give his testimony. 

I appreciate this opportunity to appear before you, and to testify 
ia the repeal requested by the President, of section 104 of the 
Defense Production Act. As you may know I previously discussed 
the Department of Agriculture’s views on this question before the 
Senate Banking and Currency Committee on August 31. We have 
watched the situation very closely since that time, and our earlier 
conclusions are unchanged. 

Before discussing this special legislative problem, I would like to 
say a few words about the position of American agriculture in foreign 
trade. 

The principal interest of the American farmer in foreign trade is 
the maintenance of his export outlet. The producers of wheat, cot- 
ton, rice, tobacco, fruits, lard soybeans, winter vegetables, and many 
other important agricultural products depend on ‘foreign markets as 
outlets for a substantial proportion of their output. In recent years, 
we have been exporting something over $3 billion worth of farm prod- 
ucts annually. The maintenance of these outlets is important not 
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only to the producers of export products but to,all American farmers. 
Without them, export producers would shift to products that they 
could sell in the domestic market, as they did during the 1930’s when 
foreign markets were curtailed. 

As concerns imports, by and large, year-in, year-out, the American 
farmer has little to fear as long as we have good domestic economic 
conditions. In recent years, our imports of all products that may be 
said in some sense to compete with American agriculture have run at 
only about half the value of our total farm exports. Moreover, the 
major portion of those imports consisted of such products as sugar, 
hides and skins, and wool, which we have to bring in to supply the 
needs of the people of the United States at the high standard of living 
we have been maintaining. 

As a Nation we have invested huge sums to aid the recovery of 
Western Europe’s economy. Our aim has been primarily to strengthen 
other free nations to enable them to stand firmly with us against the 
encroachment of Soviet communism. But by aiding these other na- 
tions, we have also aided ourselves by preserving our export outlets, 
thereby strengthening American agriculture and making the fullest 
use of its productive ability. 

Anything we do now to interfere with our foreign trade would tend 
to undermine our investment in European recovery as well as endanger 
a major outlet for American agricultural products. We cannot risk 
losing that outlet at a time when we have geared our farm production 
to the needs of friendly allies as part of the mobilization effort. 

Turning to section 104 of the Defense Production Act, I would like, 
first of all, to draw your attention to the fact that this piece of legis- 
lation was introduced on the floor and enacted without the benefit of 
public hearings. 

Section 104 makes import controls on specified commodities man- 
datory under certain conditions. 

These provisions replace those of Public Law 590, which expired on 
July 31,1951. The latter law had provided for import controls when 
such controls were necessary to the orderly liquidation of temporary 
surplus Government stocks or to the acquisition or distribution of 
commodities in world short supply. Controls within these limits 
remain within the framework of our international obligations. An 
extension or replacement of the authority in Public Law 590 was not 
needed because, in section 101 of the Defense Production Act, in both 
its original and in its present form, and in section 22 of the Agricul- 
tural Adjustment Act, as amended, the Congress has provided ade- 
quate power to control imports where such control is needed. <As a 
matter of fact, section 101 of the Defense Production Act had already 
been used to control imports of rice and rice products, flaxseed, flax- 
seed screenings, and linseed oil prior to the enactment of section 104. 
The Department is studying possible developments in the _— of 
other commodities, and existing authorities which might be used 
should undue injury threaten these industries. 

Section 22 makes possible the imposition of import quotas or fees 
whenever imports threaten any price support or other Pactgee under- 
taken by the Department of Agriculture. In the case of most products, 


no such threat exists at present, because consumer demand is high 
in this country as well as in most others, and imports are being ab- 
sorbed without any detrimental effect on our agricultural programs. 
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In cases where imports become a threat, we will immediately initiate 
investigations under section 22, looking toward the imposition of such 
quotas or fees as may be needed. 

There are also the provisions of sections 7 and 8 of the Trade Agree- 
ments Extension Act of 1951 which at the international level have 
their parallel in article XIX of the General Agreement on Tariffs 
and Trade. Under section 7 of the Trade Agreements Extension 
Act of 1951, the President may, upon finding of injury to domestic 
producers, withdraw or modify any trade agreements concession and 
establish import quotas. Section 8 provides that, in the case of per- 
ishables, the Secretary of Agriculture may request emergency action 
and action must in such a case be taken within 25 days. 

The provisions of section 104, which the President has asked you 
to reconsider, are mandatory and are so broad that, in order to ful- 
fill the requirements of the law, import controls must be imposed where 
there is no compelling economic need. To fulfill the requirements of 
the law, we have already had to impose strict import controls which 
constitute a virtual embargo on imports of peanuts, peanut oil, butter, 
butter oil, and nonfat dry milk solids. We have also had to restrict 
the importation of cheese and casein. We would like to state frankly 
that we have taken this drastic action with great reluctance. The 
effects of such controls cannot be considered merely in relation to the 
specific commodities involved. They must also be considered from the 
point of view of our entire foreign trade and foreign relations. 

Formal diplomatic protests have been received from many foreign 
countries that these controls violate our international trade agree- 
ments. At the current meeting of the contracting parties to GATT 
in Geneva, these countries have vigorously protested the action of the 
Jnited States and have openly threatened retaliatory action against 
agricultural imports from the United States. Section 104 appar- 
ently seeks to bring the controls within these agreements by expressly 
stating that they are “necessary for the protection of the essential 
security interests and economy of the United States in the existing 
emergency in international relations.” 

It seems unlikely that we will be able to convince these countries 
that certain imports, which would at most have a limited effect on 
our agriculture, would endanger the essential security interests and 
economy of the United States. Moreover, if we use the security ex- 
ception of the general agreement on tariffs and trade to justify pro- 
tection of a few selected products, this would give other countries a 
good excuse for using the same exception to justify any protective 
barriers by which they may wish to limit their imports of our farm 
products. 

In reconsidering the legislation, the Congress may wish to have 
in mind that many of the countries whose exports to the United States 
are adversely affected under the legislation are important buyers of 
our own agricultural products. If these countries retaliate because 
of the injury to their trade, the effect on our own agricultural exports 
may be quite serious. Among these countries is Canada, our good 
neighbor to the north, which buys fruits and vegetables from us 
many times the value of the cheese they have been selling here. There 
are New Zealand and Australia which have recently joined us in 
common Pacific defense arrangements. Then there is France, an im- 
portant buyer of American citrus fruit and tobacco, and Switzerland, 
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which buys much more of our agricultural products than we buy of 
hers. Italy, the Netherlands, and Denmark are among the other 
countries where unfavorable repercussions on our own agricultural 
exports must be expected as a result of these import controls. In any 
such exchange of retaliatory curbs on foreign trade, the American 
farmer is apt to be the heaviest loser. 

The entire purpose of the Defense Production Act is to strengthen 
this Nation for its role of leadership in the world struggle for sur- 
vival of freedom. 

It would certainly appear that any action on our pest that now 
weakens the economy of friendly nations, and at the same time 
threatens to cause retaliatory action against exports so necessary to 
maintain the economic strength of our own agriculture, is directly in 
conflict with the very purposes and intent of the Defense Production 
Act. 

We have recently taken action to restrict trade with the Soviet 
bloc. To treat our friendly allies the same way will be playing di- 
rectly into the hands of the very forces we are mobilizing to oppose. 
In my testimony before the Senate Banking and Currency Committee 
on August 31 I expressed the fear that restrictions on imports of the 
products of these countries would not likely be overlooked by the 
Kremlin as an opportunity for propaganda against the United States 
in these countries. Since that time, on September 5, the Kremlin dele- 


gate toa United Nations meeting used the action of the United States 


to embargo imports as a propaganda weapon for dividing the coun- 
tries of the free world. 

In conclusion, I would like to say clearly that I am convinced that 
the disadvantages of this legislation to the agriculture of the United 
States as a whole will far outweigh any advantages to the producers 
of a limited group of selected commodities. I feel that the Congress 
has dealt with the problem of relating the domestic agricultural econ- 
omy to our foreign-trade problems in other legislation which has the 
merit of applying equally to all agricultural commodities. 

The Department of Agriculture strongly recommends the im- 
mediate repeal of section 104 of the Defense Production Act. 

The Cuarrman. Mr. Rhodes, the House is in session. There is a 
roll call and it will be necessary for the Members to be present. We 
can take no action on the bill now, so the hearings will be discontinued. 

Mr. Brown. I might suggest, Mr. Chairman, that maybe some of 
the gentlemen could come back. 

The Cuairman. Mr. Rhodes can come back later on. We will dis- 
continue the hearings. It is a matter over which we have no control. 
We will take no further action this session. The Senate did not con- 
sider this bill yesterday, and it will just have to go over. 


STATEMENT OF HON. AUGUST H. ANDRESEN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 


Mr. Anpresen. Mr. Chairman? 

The Cuairman. We will discontinue the hearing. 

Mr. Anpresen. Mr. Chairman, may I inquire? The chairman 
has given me permission to appear before the committee. Is it the 
understanding that when the committee reconvenes and a date is set 
in January I will be given an opportunity to appear ? 
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The Cuatrman. Certainly. We are going to give people opposed 
to the bill the opportunity to be heard. That has been the policy 
of this committee a great many years. If you offer an amendment we 
would be glad to hear it. 

Mr. Anpresen. I also wish to request that the organizations affected 
by this legislation be given an opportunity to be heard. 

The CHarrmMan. What organizations? 

Mr. ANnpreseN. The organizations in this country; the dairy group, 
the peanut group, the fats and oils group, and the rice group. They 
should also be given an opportunity to be heard. 

The Cnatrman. We will endeavor to have a hearing where all in- 
terested parties who have a sufficient interest to be heard can be heard. 
Of course, everybody cannot be heard, but all organizations possible 
will be given an opportunity to be heard. 

Mr. AnpreseN. Thank you very much. 

(The following letter was submitted by Representative Hunter, of 
California :) 

CONGRESS OF THE UNITED STATES, 
HOovuSE OF REPRESENTATIVES, 
Washington, D. C., October 20, 1951. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear COLLEAGUE: It has been brought to my attention that the House Banking 
and Currency Committee is holding hearings at the present time on H. R. 5792, 
to remove the restrictions in the Defense Production Act on imports of fats and 
oils. 

I wish to state that I am vigorously opposed to the bill in question. The 
change which it would bring about in section 104 of the Defense Production 
Act, amongst other things, would result in very definite and serious injury by the 
dairy industry. It would have an extremely adverse effect upon the economy 
of the district which I represent (Ninth, California), where many dairies are 
operating. The livelihood of thousands of American citizens would be jeop- 
ardized. 

I respectfully urge that before any action be taken on H. R. 5792 the House 
Banking and Currency Committee give representatives of the milk industry of 
California an opportunity to be heard before the committee. 

Sincerely yours, 
ALLAN OAKLEY HUNTER, 
; Member of Congress. 

The Cuatrman. The committee will adjourn. 

(Thereupon, at 10: 12 a. m., Saturday, October 20, 1951, an adjourn- 
ment was taken.) 

(Hearings on this bill were not resumed. The subject was con- 


sidered in connection with the Defense Production Act amendments 
of 1952.) 
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HOME OWNERS’ LOAN ACT OF 1933—AMENDMENT 


THURSDAY, MARCH 20, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Messrs. Spence, Brown, O’Brien, Addonizio, Fugate, Bar- 
rett, Talle, Kilburn, Cole, Scott, Nicholson, Buffett, and Betts. 

The CuatrMan. The committee will be in order. 

We are met to consider H. R. 6102. 

(The bill is as follows:) 


[H. R. 6102, 82d Cong., 2d sess.] 


A BILL To amend section 5 of the Home Owners’ Loan Act of 1933, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the first paragraph of subsection (c) of 
section 5 of the Home Owners’ Loan Act of 1933, as amended, is hereby amended 
by adding at the end thereof the following new sentence: ‘In addition to the 
loans and investments otherwise authorized, such associations may purchase, 
subject to all the provisions of this paragraph except the area restriction, loans 
secured by first liens on improved real estate which are insured under the pro- 
visions of the National Housing Act, as amended, or insured as provided in the 
Servicemen’s Readjustment Act of 1944, as amended.” 


The CuatrMan. The first witness will be Mr. Divers. Chairman of 
the Home Loan Bank Board. 


STATEMENT OF WILLIAM K. DIVERS, CHAIRMAN, HOME LOAN 
BANK BOARD 


Mr. Divers. Mr. Chairman, I have a short statement which has 
been placed before the members of the committee. I would like to file 
it for the record, if I may, and summarize it for the members of the 
committee. 

The CratrMan. You may do so. 

(The statement is as follows:) 


The applicable statute presently provides that not more than 15 percent of 
a Federal savings and loan association’s assets may be invested in the following 
three classes of first-mortgage loans: 

(a) Loans in excess of $20,000; 

(b) Loans beyond 50 miles from the home office; 

(c) All loans on improved real estate other than homes or combination of 
homes and business property. 

This bill would, if enacted, lift loans acquired by purchase, which are insured 
by the FHA or VA, out of the 15-percent-of-assets limitation insofar as the 50- 
mile limit is concerned. Such loans would still be subject to the 15-percent-of- 
assets limitation if they are on properties other than homes or exceed $20,000. 
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While this bill permits purchases of both FHA and VA insured loans, as you 
know there has been only a small percentage of VA loans which have been 
insured, most of them being guaranteed instead. 

In 1945 Congress authorized Federal savings and loan associations to purchase 
or make any loan, at least 20 percent of which was guaranteed by the Adminis- 
trator of Veterans’ Affairs, without regard to the 50-mile area. Though Federal 
savings and loan associations have made no great use of this power, there have 
been no reports or indications of abuse of the power. 

It is the intention of the Board, if the bill is passed, at first to provide by 
regulation that purchases authorized by the bill could be made only froya members 
of the Federal Home Loan Bank System, and that only loans originated by such 
members could be purchased. 

In purchasing such loans, Federal savings and loan associations would be 
relying not only on FHA insurance, but also on the property analysis, appraisal, 
and credit analysis of the originating institution. Such loans would be safe 
investments for Federal savings and loan associations. 

It is also the intention of the Board that the regulation would provide that 
such purchases could be made only from such members who would agree to 
service any loans sold. With this limitation there would also be assurance that 
the loans would be serviced by member institutions which are supervised either 
by the Home Loan Bank Board or State supervisory authority. 


The Board would carefully watch this operation, and after some experience 


has been gained would consider either relaxing or lifting this restriction or fur- 
ther restricting such purchases if the experience indicated this should be done. 

Legislation such as provided in this bill would lead to greater mobility of 
capital for investment in home mortgages by Federal savings and loan associa- 
tions which are playi ing an ever greater part in the home-financing field. It would 
permit Federal savings and loan associations with capital on hand, which they 
are unable to invest in their immediate lending area, to purchase mortgages in 
defense areas or other areas where there is not adeqate capital to satisfy the 
demands for home financing. In some defense areas institutoins are not able to 
finance the unusually rapid development which is taking place in their normal 
lending area. If these institutions are able to sell some of the mortgages which 
they originate, they can, in turn, refinance other homes for defense workers with 
the capital which they have received by the sale of mortgages. The greater 
utilization of private capital for this home financing will lessen the demand for 
public financing of homes in these areas. 

Mr. Foley, Housing and Home Finance Agency Administrator, has stated 
in a letter of February 18, 1952, to the committee that the Housing and Home 
Finance Agency believes the bill is desirable and recommends its favorable 
consideration by the committee. The Federal National Mortgage Association 
is in favor of the bill as it is their feeling that to the extent these mortgages 
are purchased by private capital there would not be the demand for their 
purchase by FNMA. The Federal Housing Administration Commissioner has 
also stated that he favors the bill. 


Mr. Divers. At the present time, gentlemen, no more than 15 per- 
cent of the assets of Federal savings and loan associations may be 
invested in mortgages which are secured by properties beyond 50 
miles from their home office, and the effect of this proposed bill would 
be to permit them to invest more than 15 percent of their assets 
beyond 50 miles where the loans are insured by the FHA or by the 
Veterans’ Administration. 

This would apply only to loans which are purchased by the savings 
and loan associations, and it would not extend their power to initiate 
loans which they make themselves. They would be purchasing loans 
which had been made by others, and insured by FHA or by the Vet- 

erans’ Administration. 

Where a loan would exceed $20,000, or where it would be made 
on other than a home, their power would not be changed in any 
respect and would still be subject to the same status as it exists 
now, which limits their authority along those lines quite substantially. 

Mr. Brown. Why should you not make loans beyond the 50 miles? 
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Mr. Divers. This wouldn’t authorize them to make loans; it would 
authorize them to invest in loans which had already been made and 


insured by other financial institutions. 


Mr. Brown. In a great many places you don’t have any lending 
institutions. It seems to me it ought to go beyond 50 miles. oaR 

Mr. Divers. Well, as I see it, the principal advantage of this bill 
would be to provide greater mobility for capital which is available 
for home financing, and might permit these institutions to transfer 
funds for which there is no demand in their own community into other 
communities where there is an active loan demand, and we would 
like to advise the committee at this time that if the bill is enacted 
into law it would be our intention to adopt a regulation which would 
limit the exercise of this power of purchasing FHA loans to loans 
which were initiated by and to be serviced by other members of the 
Federal Home Loan Bank System. 

The reasons we would do that would be two: In the first place, 
we would have a double check on the desirability of the loan, because 
it would be made by another supervised institution. And we would, 
in effect, have two appraisals instead of one. 

The other purpose would be that we would know that it was being 
originated by a permanent financial institution that was either under 
supervision by the State authorities or under supervision of the 
Home Loan Bank Board, and under those circumstances we do feel 
that the loan would be adequately serviced, that the collections would 
be made just as promptly as they would be on any loan they made 
themselves. 

Mr. Tauie. Mr. Divers, would you have any objection to putting that 
into the law, instead of doing it by regulation ¢ 

Mr. Divers. No, sir; I would see no objection to that. The only 
reason that I suggested a regulation was this: We did not propose this 
law in the first place. 

Mr. Kinsurn. Who did propose it ? 

The Cuatrman. The savings and loan associations wanted it. 

Mr. Divers. So I see no objection, sir, except this: that if we did it 
by regulation, if we found out from experience that this could be 
extended to other types of loans, or loans originated by other institu- 
tions, we could do so then without coming back to Congress. 

On the other hand, if in the operation it appeared that some addi- 
tional restrictions were necessary in order to safeguard the money 
that people have invested in these financial institutions, then we could 
adopt those regulations or restrictions. 

The CuarkMan. Would you exclude the purchase of a loan made by 
the local bank, as Mr. Brown suggested? Would you exclude the pur- 
chase of that loan by the savings and loan association ¢ 

Mr. Divers. Well, we had—originally it was our proposal that we 
would limit it to members of the Federal Home Loan Bank System. 
Perhaps we could extend it at least to other financial institutions that 
were supervised. Our intention, really, was to see that the institutions 
which originated the loans and serviced the loans were supervised 
financial institutions, with some assuredness of permanency. 

Mr. Kinsurn. May I ask a question, Mr. Chairman ? 

The CuarrmMan. Mr. Kilburn. 

Mr. Kitpurn. Well, practically every bank is supervised by the 
FDIC, or the State authorities or the Federal Reserve System. 
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Mr. Divers. That is correct, sir. The mortgage companies, on the 
other hand, are not supervised and on the whole I suspect that they 
originate more FHA-insured loans than any other type of lending 
institution. 

Mr. Kitpurn. Some specialize in handling FHA mortgages, and 
they in turn sell them to other institutions, and they service them. 

Mr. Divers. Do you mean some banks do that, sir! 

Mr. Kitpurn. Yes. 

Mr. Divers. I think some of them do it. I don’t know that it is too 
desirable a practice. We have always felt that the institutions that we 
supervise, that they should not be brokerage institutions, but should 
rather be institutions which were making loans primarily for their own 
investment purposes. 

But we do permit them to sell a percentage of the loans that they 
originate. 

Mr. Kitpurn. But you said yourself, as I understood you, that you 
wouldn’t originate these. You would have to buy them from some- 
body. 

Mr. Divers. Well, they would be originated by other savings and 
loan associations; that is correct, sir. And they at the present time 
can sell a percentage of their loans—20 percent of their loans. We 
permit them to sell. 

Mr. Krieurn. Isn’t it a fact that, as I understand it, the demand 
for VA mortgages isn’t anywhere as great as for FHA mortgages? 
I think the banks generally haven't taken VA mortgages as readily 
as FHA mortgages. 

Mr. Divers. I think that, generally speaking, there is a better private 
market for FHA’s than for VA’s; yes, sir. 

Mr. Kirsurn. And isn’t it also a fact that the going market for 
FHA loans had dropped in the last 2 years? I think 2 or 3 years ago, 
if a bank wanted to invest some money in FHA mortgages, they went 
to some other bank, or somebody that had them for sale, and they 
sometimes paid 102 or 103. Now, I don’t know if anybody is paying 
more than par. 

Mr. Divers. I think that is about right, although the interest rate, 
as I recall it, was reduced in the meantime from 414 to 414 percent. 

The CHairmMan. What mortgages are purchased now by savings and 
loan associations beyond the 50-mile limit at the present time / 

Mr. Divers. They may invest up to 15 percent of their assets in 
mortgages that are beyond 50 miles from their home office. 

The Cuarmman. That is the only limitation as to the area / 

Mr. Divers. Yes, sir. That is for Federal savings and loan associa- 
tions. 

There is a similar restriction for all insured associations, whether 
they be State chartered or federally chartered, that limits them to 
15 percent of their assets up to 50 miles from their home office. 

The CHarrman. What is the attitude of the Home Loan Bank 
Board with respect to this bill? Do they favor it? 

Mr. Divers. We are in favor of it. We believe that it would be 
a step in providing a greater mobility for private financing. 

I might say in that connection that the Federal savings and loan 
associations have been authorized since 1945 to invest their funds 
in VA-guaranteed loans anywhere. 1 mean there is no restriction on 
it. under the legislation which was passed by Congress around 1945, 
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and our experience to date has been that there has been no great use 
made of that, but at the same time there has been no abuse of it. 

The Cuatrman. Then it provides a wider market for these securities, 
and would release capital locally, 1 suppose, that otherwise wouldn't 
be available. 

Mr. Drivers. I think it is a step in the direction of making more 
money available for home financing in these communities and for pro- 
viding greater competition, for the benefit of the home owner. 

I would also like to add that the Administrator of the Housing and 
Home Financing Agency, Mr. Foley, recommends this bill, and I have 
discussed it with the Commissioner of the FHA, Frank Richards, and 
he is in favor. 

Mr. Stanley Backman, the president of the Federal National Mort- 
gage Association, or Fanny Mae, believes that it might to some extent 
relieve the demand on them for purchase of mortgages, and he is in 
favor of it, and the Bureau of the Budget advises me that they have 
no objection to the enactment of the legislation. 

The Cuatrman. I can see no reason why the local bankers would 
be opposed to it. Can you? 

Mr. Divers. I know of none; no sir. a 

Mr. Kirsurn. Of course it would make for a broader market, so 
there would be more competition on these FHA mortgages. 

Mr. Divers. Well, I think that is good, sir. 

Mr. Kirpurn. I am not saying it isn’t good. But as far as the 
local banker goes, they might feel that way about it. 

Mr. Taiz. Mr. Chairman. 

Mr. Divers. We are all in favor of the private enterprise and com- 
petition, I assume. 

The CHamman. Well, it might furnish a means of disposal of se- 
curities for the local banker, too, I assume, and would make more 
funds available with respect to banks as it does with respect to savings 
and loan associations, isn’t that true? 

Mr. Divers. Yes; and if the committee recommends this bill, and 
has any thoughts along the line that we should extend our regulations, 
or if they want to write it into the bill in terms of authorizing these 
associations to purchase from any financial institutions, any banks, or 
savings and loan associations which are insured either by the FDIC 
- or the FSLIC, or which are members of the Federal Home Loan Bank 
System or the Federal Reserve System, why, that would be quite agree- 
able to us. We would be delighted to have your views on it. 

Mr. Tauie. Mr. Chairman. 

The CHarrman. Mr. Talle. 

Mr. Tauue. Mr. Divers, have you in mind any improvements upon 
_ the provisions in this bill, as it is now written ? 

Mr. Drivers. No, sir; I don’t see any that I would recommend at 
this time, sir. 

The Cuamman. Are there further questions ? 

Mr. Nicwotson. What is the immediate demand for-this legislation / 
Is there too much business, or not enough places to put the money, or 
what? 

Mr. Divers. Mr. Congressman, I don’t know of any great demand 
for this piece of legislation at the present time. As I said, our Board 
didn't initiate it. We believe that it will be of benefit to the public 
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in the years to come. But I don’t know of any great demand for it 
from the Federal savings and loan associations at the present time. 

Mr. Nicworson. Does it compete with the local savings banks ? 

Mr. Divers. To some small extent. 

Mr. Nicuotson. Would it tend to take business away from the local 
savings banks, such as I have in my State ? 

Mr. Drivers. I don’t know that it would. As I recall, the savings 
banks in that State may now invest their funds outside of the State 
in FHA-insured mortgages, and all this would do would be to author- 
ize Federal savings and loan 

Mr. Nicnorson. Well, I think they can only go 25 miles outside 
of their home-office city. 

Mr. Divers. My recollection is—— 

Mr. Nicuorson. That is over State lines. 

Mr. Divers. I know that New York savings banks can go anywhere 
in the country for FHA-insured mortgages now, and it is my recol- 
lection that the Massachusetts savings banks may also do the same 
where they are insured mortgages. 

Mr. Nicnotson. I don’t know about the insured mortgages. 

The CuarrMan. This wouldn’t operate in competition with the local 
institutions. It would rather give them an opportunity to expand 
their loans, because they would dispose of the loans that had been 
made, and could make the capital available for new loans; isn’t that 
true ¢ 

Mr. Divers. That is right, Mr. Chairman. Perhaps I didn’t make 
it clear. This would not authorize these associations to go in and 
make loans in any new places, any places where they are not author- 
ized to do so now. But it would permit an institution of this type. 
in a community, that had a big demand for loans, to sell some of those 
loans to other financial institutions, and as a result of that, to have 
more money for investment to meet home-financing demands in their 
own community. 

But the loans would still be initiated and serviced by the savings 
and loan associations in that local community and not by outsiders. 

The CuarrmMan. If there are no further questions, you may stand 
aside, Mr. Divers. 

The next witness is Mr. Oscar Kreutz, executive manager of the 
National Savings and Loan League. 





STATEMENT OF OSCAR R. KREUTZ, EXECUTIVE MANAGER, 
NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Kreutz. Mr. Chairman and gentlemen, my name is Oscar 
Kreutz. I am executive manager of the National Savings and Loan 
League of Washington. 

On behalf of our organization, I wish to thank the committee for 
this opportunity to submit our views on this bill. 

The National Savings and Loan League has more than 640 mem- 
bers whose savings-and-loan assets aggregate approximately $4 bil- 
lion. Although the bill under consideration today relates only to 
Federal savings and loan associations, the views I am submitting 
represent those of a substantial majority of all of our members—we 
find that through polls that we take—notwithstanding the fact that 
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some 53 percent are State chartered while 47 percent are federally 
chartered. 

The purpose of this bill is to permit Federal savings and loan asso- 
ciations which have a surplus of funds over and above the local 
demand for home financing to invest such surplus in FHA-insured 
residential mortgages secured by real estate situated more than 50 
miles from the home offices of such associations. It should be noted 
that the proposed authority runs only to the purchase of such mort- 
gages and not to their origination. In other words, Federal associa- 
tions would acquire such loans from local institutions. 

This bill is particularly timely as a means of stimulating the flow 
of funds into defense areas to help finance needed defense housing. 
Many defense areas are now experiencing a substantial influx of war 
workers who require additional housing. It is most desirable that 
such housing be provided through the use of private capital if possible, 
but it has been demonstrated that adequate funds to finance such 
housing are not always available. This bill would help provide such 
funds. 

Under existing law, Federal associations may make a limited num- 
ber of FHA-insured loans secured by real estate situated beyond 50 
miles. The limit is fixed by a 15-percent-of-assets limitation which 
applies also to certain other types of mortgage investments. There- 
fore, the actual amount of FHA loans beyond 50 miles which Federal 
‘associations can acquire is either very small or none at all. 

The Servicemen’s Readjustment Act was amended some time ago, 
December 28, 1945, in a manner which authorized Federal savings and 
loan associations to invest in GI loans secured by real estate, no matter 
where located, provided at least 20 percent of the loan is guaranteed. 
However, there was an oversight in this amendment in that the fact 
was apparently overlooked that some GI loans are insured by the 
Veterans’ Administration. The present bill would correct that over- 
sight by permitting the purchase of GI loans which are guaranteed 
or insured by the Veterans’ Administration. 

The proposed bill, H. R. 6102, to permit Federal associations to 
purchase FHA loans beyond 50 miles is consistent with the authority 
which Congress already has granted Federal associations to acquire 
GI loans secured by real estate beyond 50 miles. 

The question was raised with Mr. Divers as to whether the Board 
had suggested this legislation. . 

May I say for the information of the committee that we suggested 
it originally. We discussed it with the Home Loan Bank Board, and 
found that the Board was agreeable to the idea, and then we discussed 
it with the chairman of this committee, and he saw fit to introduce the 
bill. 

Now, the reasons we did this, briefly, are as follows: We have some 
large, very well managed institutions, located principally in the north- 
eastern part of the United States, where they have a larger supply of 
savings capital than is needed for local home financing. 

On the other hand, we have institutions located in other areas of 
the country, in the South, and in the West, and in the Southwest, 
where the demand for funds for home financing is greater than the 
supply of local savings capital, and so the desire was expressed to have 
the privilege established, for these associations with a surplus of funds, 
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to make money available in those other areas through the facility 
of FHA insured loans, as well as GI loans. 

You may be familiar with the round table conference which was 
held by the Senate Banking and Currency Committee on February 
6, 7, and 8. 

It was brought out in that conference that there is apparently a 
shortage of funds in certain areas for the financing of defense housing, 
as well as a shortage of funds, in some areas, for GI loans. 

The question was raised here, I believe, about the right of banks in 
certain areas to go beyond a certain radius from their home offices, in 
the acquiring of loans. Mr. Pratt, the president of the Institutional 
Securities Corp. of New York, testified before the Senate hearings 
that they have provided a means by which the savings banks of New 
York were able to acquire mortgages in other parts of the country. 

Later the law of New York was amended so that those banks were 
able, more or less directly, to obtain such loans, and he said, “We now 
have an avenue of investment, Nation-wide, including Alaska and 
Puerto Rico,” and he made the point that the savings banks of New 
York have invested approximately a billion dollars in mortgages in 
other parts of the country where the need existed. As Mr. Divers 
pointed out, I believe, this bill would, to a limited degree, permit 
Federal savings and loan associations to make their funds available 
in the same manner. 

We recommend the approval of this bill. 

May I express, in closing, our deep appreciation to this committee 
and to the Congress for the consideration which has been given from 
time to time to the needs of savings and loan associations and the 
enactment of legislation which has made it possible for these institu- 
tions to provide a better service to American families and individuals. 

That concludes my statement, Mr. Chairman. 

Mr. Tate. Mr. Chairman. 

The Cuatrman. Mr. Talle. 

Mr. Tatir. I gather from what you have said, Mr. Kreutz, that 
the principal argument for the bill is to give mobility to investment 
funds. 

Mr. Kreutz. Yes, sir. 

Mr. Tauir. And I gather that you are in full agreement with what 
Mr. Divers said? 

Mr. Kreutz. I am in full agreement; ves, sir. 

Mr. Tatxe. That is all, Mr. Chairman. 

The Cuairman. The purpose is to equalize the flow of capital and 
put it in places where it is needed most, don’t you think? 

Mr. Krevrz. We think so; yes. 

The Cuamman. It would also make more easily available local 

‘apital to furnish the needs of the local institutions if they could sell 
their securities outside of their area; isn’t that true? 

Mr. Krevrz. Yes, it would mean that a local institution in an area 
which is being built up pretty fast for defense housing, or otherwise, 
and which just doesn’t have enough local capital to meet that demand, 
could go on in the normal way and make the loans, and then sell a 
part of those loans to another institution, located in areas where there 
is a surplus of funds. 

The Cuatrman. Why is it difficult for veterans to get GI loans to 
build houses in some sections of the country ? 
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Mr. Krevrz. I think, sir, the principal reason for the difficulty, 
in the matter of GI home financing, is the interest rate. 

Mr. Tattr. Mr. Kreutz, I believe you were in the 

Mr. Brown. I think something ought to be done whereby these 
veterans should be able to get these loans. 

Mr. Krevrz. We think, Mr. Brown, that if interest rates were 
allowed to seek their proper level, it would have the effect of making 
funds available without the use of any Government credit to nearly 
all veterans, and we think, further, that the veterans themselves would 
not mind paying the economic rate. They are more interested in get- 
ting the financing that is needed, when they come to buy or build 
homes. 

Mr. Brown. I think you are right about that, sir. 

Mr. Taure. Mr. Chairman. 

The Crrarrman. Mr. Talle. 

Mr. Tatue. You were present, I think, Mr. Kreutz, when I asked 
Mr. Divers whether it might not be better to express, in the law itself, 
the intent, which he said the Home Loan Bank Board had in mind, 
to effectuate through regulation. 

Mr. Kreutz. Yes; I was. 

Mr. Tate. I would like to have your point of view, as to whether 
the restriction on the power to purchase FHA loans, as stated by Mr. 
Divers, should be accomplished by regulation or be provided for in the 
law itself. 

Mr. Kreutz. Those of our member institutions which have ex- 
pressed a desire to see statutory authority established, so that they can 
acquire loans in this manner, would, I think limit their purchases to 
mortgages made by other savings and loans associations, wherever it 
was possible to do that. 

Mr. Tauie. It is not clear in my own mind just why. Will you 
expand on that? 

Mr. Kreutz. I should say the reason is that they would be inclined 
to do business with other savings and loan associations in areas where 
there is a shortage of capital, in preference to doing business with 
other originators of mortgages, because they know these people, and 
one is generally inclined to do business with someone that one knows. 
They do business the same way, and there would be an inclination, 
I think, to want to keep the business within the system. 

Mr. Corr. That is true, of course. But it might be possible that 
other loans would be available, other loans from banks would be 
available, and none available from savings and loan institutions, and 
therefore, probably, they should have the authority to buy from 
banks, too, should they not ? 

Mr. Kreutz. Yes; I agree. 

Mr. Corr. You have no objection to it, in other words, have you? 

Mr. Krevrz. No, and in fact, this particular language was origi- 
nally suggested and discussed by us with that very thought in mind, 
that there might be some occasions where they couldn’t get the loans 
from other savings and loan associations. 

Mr. Coxz. I want to return a minute to Mr. Brown’s question about 
the interest rate. 

Our subcommittee investigating housing insured by VA and FHA 
developed a rather interesting story the other day. One builder 
charged that the low interest rate of the VA-guaranteed loans caused 
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this sort of circumstance: He said that the lenders were failing to 
make VA loans because of the low interest rate. He said they had 
devised a plan—I called it a scheme—they had devised a plan whereby 
the builder and the lender would jointly agree that if the loan was 
made, the builder would pay the lender a part of the profit which the 
builder obtained in constructing the home. 

Frankly, I was rather surprised at that. This builder contended 
that it automatically increased the price of homes for which the vet- 
erans paid. Other witnesses denied that that was the situation, but 
at least to me it seemed that this certainly was possible that the veteran 
was paying a higher price for a given home by reason of the fact that 
the builder would kick in to lender a part of his profit. 

The witnesses on the part of the Veterans’ Administration said that 
that was not true. But certainly it lends itself to that possibility, 
and I wanted to comment on that because it appeared to me that it is 
possible the Government is insisting that a rate of interest be charged 
which is not realistic, and therefore, in the final analysis, the veteran 
is paying more for his home than if he were paying, let us say, an 
additional quarter of 1 percent or half of 1 percent, on his interest 
rate. 

I wonder if you have any comment on that? 

Mr. Krevrz. It is my understanding that the device which you de- 
scribe is in violation of the law and the regulations of the Veterans’ 
Administration. 

Mr. Corr. Well, we are going to look into it. We were advised 
by the local Veterans’ Administration authorities that it was not in 
violation of the law. 

I would like, sometime, to have a table showing the additional 
costs—anyone can do it, except me, perhaps, not being a mathema- 
tician—the additional costs to a veteran, shall I say, on a $10,000 home, 
caused by the payment of an additional one-quarter of 1 percent in- 
terest, or an additional half of 1 percent interest. 

He doesn’t pay very much additional over a period of time, in the 
cost of his home, in my opinion, by that additional quarter of 1 percent 
in the interest rate. 

Mr. Krevurz. We would be very glad to try to supply you with 
statistics of that kind. We would like to have the privilege also of 
giving the arguments pro and con of letting interest rates on GI 
loans seek an economic level. 

Mr. Corr. I assume this committee will at some time take that up, 
probably not apropos of this particular bill. 

The Cratrman. If there are no further questions, you may stand 
- aside, Mr. Kreutz. We are very glad to have your views. 

The next witness is Mr. George Bliss, representing the United States 
Savings and Loan League. 


STATEMENT OF GEORGE L. BLISS, CHAIRMAN, LEGISLATIVE 
COMMITTEE, UNITED STATES SAVINGS AND LOAN LEAGUE 


Mr. Butss. My name is George L. Bliss. I live in Mount Vernon, 
N. Y., and I appear as chairman of the legislative committee of the 
United States Savings and Loan League. With me is Mr. A. D. 
Theobald, of Peoria, Il., who is vice chairman of the committee. 
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The membership of the United States Savings and Loan League em- 
braces some 3,800 building and loan associations, savings and loan 
associations, homestead associations and cooperative banks located in 
every State, and with resources of some $16 billion. In point of volume 
of business done and in total resources, they comprise approximately 
90 percent of the industry. 

H. R. 6102 is a bill which would affect the lending power of the 
Federal savings and loan associations, of whom there are about 1,500. 
Of that number some 1,300 are members of this league. 

The authority for the chartering of Federal savings and loan asso- 
ciations is contained in sections 5 and 6 of the Home Owners Loan Act 
of 1933. That legislation was supported by the United States Sav- 
ings and Loan League and we feel that the record of service of these 
institutions has well justified the enactment of that law nearly 19 
years ago. 

It has been a characteristic of building and loan association opera- 
tion that the primary investment of the funds of these mutual, co- 
operative thrift institutions should be in home mortgages within their 
own communities and such adjacent territory as can be provided with 
reasonable inspection and supervision. Depression experience has 
demonstrated that loans on properties at some distance from the home 
office are subject to greater hazards of waste and vandalism in the 
event of foreclosure, and cannot be serviced as efficiently, and 
economically. 

With that background, may I point out that the Home Owners 
Loan Act contains a restriction on lending area, to wit: That these 
associations may not place mortgage loans upon eligible properties 
located more than 50 miles from their home office, except that a rea- 
sonable flexibility is provided in authorizing the management of any 
such association to invest a sum equal to 15 percent of its resources 
without regard to this and certain other limitations. 

In the Servicemen’s Readjustment Act of 1944, there is included 
language which has been construed to permit Federal savings and 
loan associations to make GI home loans without regard to the area 
restrictions and without regard to the 15-percent limitation. 

The pending bill would further amend section 5 (c) of the Home 
Owners Loan Act by waiving both the area restriction, and the 15- 
percent limitation, with respect to the purchase (but not the origina- 
tion) of first-mortgage loans insured by the Federal Housing 
Administration. 

This bill was not proposed by our organization. We have not 
found among our membership any substantial evidence of interest or 
support for it. On the contrary, we are confident that the vast major- 
ity of our membership believes that, save for a reasonable exception 
such as is provided in the 15-percent rule, our associations should 
confine their lending activities to their normal operation areas. 

In section 5 (c) of the Home Owners Loan Act, they are empowered 
to invest no more than 15 percent of their resources in loans on other 
than home properties, in amounts greater than $20,000, and without 
regard to the 50-mile limitation. 

Acting under its powers, however, the Federal Savings and Loan 
Insurance Corporation has, by regulation, limited the right of Fed- 
eral savings and loan associations to exercise all of the powers given 
to them by section 5 (c) of the Home Owners Loan Act. 
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In its regulations, that Corporation provides that no insured asso- 
ciation shall make any loan on properties located more than 50 miles 
from its home office without the prior written approval of the Cor- 
poration. The Corporation has, by regulation, granted automatic 
approval for the making of FHA loans within 100 miles of an asso- 
clation’s main office, but subject to the 15 percent rule, and has re- 
cently published notice of a proposed revision of this regulation, 
which would have the effect of eliminating this 100-mile restriction. 
A hearing on this proposed regulation is scheduled for tomorrow. 

At that hearing, we shall urge that the Corporation revise its regu- 
lations so as to restore to Federal savings and loan associations their 
basic statutory power to invest up to 15 percent of their resources in 
such mortgage loans as the management of each association deems 
proper, without restriction as to area or type of mortgage loan. It 
is our opinion that if this recommendation is accepted by the Cor- 
poration, there is no need for any amendment to the act, such as the 
pending bill. 

If there has been brought to the attention of your committee evi- 
dence that the present area limitations upon the investment powers 
of Federal savings and loan associations are so restrictive as to result 
in injury or in unwisely restricting the extension of the services of 
these institutions to communities or areas where a need exists, and 
we would suggest a broad study of all of the investment powers of 
these institutions, rather than the lifting of a restriction upon a single 
type of loan. In the making of such a study, we would be very glad 
to make the full facilities of our organization available. 

Or, if it be that this bill has been drafted with the idea of facili- 
tating the flow of mortgage funds into critical defense housing areas, 
we would suggest that in meeting such a need three provisions should 
be incorporated: First, that the lifting of present area restrictions 
should apply to all types of loans, and not simply to those insured by 
the Federal Housing Administration ; second, that the lifting of such 
restrictions should apply only to loans on properties located in critical 
defense housing areas, as designated pursuant to the authority con- 
tained in the Defense Housing Act; and third, that a time limit should 
be imposed, coinciding with the expiration of the Defense Housing 
Act. 

Mr. Brown. May I ask you a question ? 

Mr. Buss. Surely. 

Mr. Brown. Would this bill authorize you to go more than 50 miles 
from, the home office and to buy from a bank a note secured by real 
estate ? 

Mr. Buss. If insured by the FHA, yes. 

The CuatrmMan. Wouldn’t this have the effect of directing the flow 
of capital into places where it was temporarily greatly needed, and 
would not penalize the local institutions because no loans could be 
initiated there? Don’t you think it would have that effect ? 

Mr. Buss. Mr. Chairman, our position on that score—this is a com- 
licated subject, as this statement of mine has demonstrated—is this: 
hese institutions now have a right to do that with 15 percent of their 

assets, except that that 15-percent authority has been limited by a 
regulation of the Federal Savings and Loan Insurance Corporation. 
If the Corporation would revise that regulation to permit these asso- 
ciations to do what the law says they may do, we feel that 15 percent, 
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or some figure in that neighborhood, would permit adequate leeway to 
accomplish what you have just said. 

The Cuarrman. You feel this ought to be left to the discretion of 
the Federal Savings and Loan Insurance Corporation rather than 
included in a law? 

Mr. Buiss. Well, I would rephrase that a little bit, Mr. Chairman. 
In substance, I agree. What we would say is the Federal Savings and 
Loan Insurance Corporation has ample authority to permit these insti- 
tutions to use 15 percent of their assets to accomplish the purpose 
desired, and it is the view of our members that within that 15-percent 
authority, or some such figure, all that is sought here can be accom- 
plished. 

Mr. Burrerr. Are you restricted from doing what the law allows 
right now? 

Mr. Buss. Yes, sir. 

The Cuarrman. Has your organization taken any definite stand, 
formally, on this bill? 

Mr. Buiss. Well, the Federal Savings and Loan Insurance Corpo- 
ration is having a hearing on its regulations tomorrow and at that 
hearing—and this is all amicable, you understand—we are not criti- 
cizing the Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation; we think they have been unduly restricted— 
and at the hearing called for tomorrow we are going to urge that they 
broaden that regulation so as to restore to the Corporation the statu- 
tory power which they have with respect to lending areas. 

Mr. Burrerr. You have now under the law the right to take 15 
percent of the funds and go where the demand is. 

Mr. Buss. Yes, sir. 

Mr. Burrerr. But you are not allowed to do that because of regu- 
lations. 

Mr. Buss. That is correct. I should say this: Let me be fair to the 
Insurance Corporation. We may not, under the Insurance Corpo- 
ration’s regulations, make any of these loans without specific permis- 
sion, and there is delay and red tape involved in getting the specific 
permission so that the practical effect is that very few loans of that 
type are made. 

The CHarMan. Don’t you think this would furnish additional 
funds to localities where they are needed ? 

Mr. Buiss. Mr. Chairman, I appeared before this committee a num- 
ber of times and usually to object to restrictions and to regulations 
upon our business, arid I am somewhat reluctant to reverse that posi- 
tion here. 

But I must truthfully report to you that the vast majority of our 
institutions feel that the present restrictions are sound and should be 
maintained, and that ample business can be done under them as they 
exist, so far as this particular phase of our business is concerned. 

Mr. Kiisurn. Do. you know of any single home owners loan bank 
or association, who wants this, who is hurt because they don’t have 
this? 

Mr. Buss. In our membership we have had no such request, no, sir. 

Mr. Kitsurn. Who wants this, then ? 

The Cuarrman. I think Mr. Kreutz spoke for a good many of them. 
He said his organization wanted it. 

Mr. Berrts. Are you absolutely opposed to it, though? 
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Mr. Butss. We are, in its present form, yes, sir. You see, there 
are certain limitations now contained in section 5 (c) of the Home 
Owners Loan Act. 

The philosophy of that section is to keep these institutions essen- 
tially local lending institutions. To that our business subscribes. 

There was horror back in the thirties before most of us were able 
to observe the effects, but there was some harm done to our business by 
departure from that principle and our business subscribes to the 
philosophy that we should confine ourselves to local lending opera- 
tions. 

It is also our philosophy that a certain reasonable limit should be 
permitted for flexibility, and the 15 percent figure has been selected, 
was put in the act in 1933—we hold no great brief for 15 percent as 
a magic figure—if you want to make it 20 percent or some other figure, 
that is all right, but the principle which is involved, we believe is 
sound, and we think if there is to be a departure from it, it should be 
on the basis of a restudy of the issue in the selection of some other 
figure and pattern rather than just plunging out on one type of 
loan. 

The Cratmman. As J understand it, you are not opposed to the 
ebjective sought to be achieved, but you don’t like the way the bill 
is drawn; is that right ¢ 

Mr. Buss. I think that states our position very well, Mr. Chair- 
man. 

Mr. Barrerr. How do you feel that reasonable flexibility should 
be provided ¢ 

Mr. Briss. Well, the statute now says that these associations may 
lend 15 percent of their assets, the sum equal to 15 percent of their 
assets, without restriction as to area or type of loan. 

The Insurance Corporation, in its judgment, and because of the risk 
it underwrites, puts in a blanket rule that it can’t exercise all of that 
without specific approval of the Corporation in each instance. We 
think that restriction should be removed and let these institutions use 
the 15 percent freely. Then if the record demonstrate that that 15 
percent is curbing or embarrassing or limiting the useful operation of 
these institutions, let us review the 15 percent and selett some other 
figure, if and when such a need develops. 

Mr. Barretr. How far beyond the 15 percent would you think it 
would be reaching its elasticity ? 

Mr. Buss. We have some people who think that 20 or 25 percent 
would be a better figure. Few of our members think that. 

Mr. Barrerr. How about from the standpoint of distance beyond 
the 50 miles? 

Mr. Briss. As the statute was written by this Congress, 19 years 
ago, there is no limit on distance within that 15 percent. Anywhere 
in the country, loans could be made within the 15-percent limitation. 

The Cuarrman. You say you think the 15 percent ought to be 
raised ? 

Mr. Butss. No, I said that we are not requesting a raise in the 15 
percent. I said that if asked, and I was asked, some of our members 
think 20 percent would be a better figure, some 25 percent. We don’t 
have a substantial demand for that at this time. 

Mr. Burretrr. Mr. Chairman, apparently they have a 15-percent 
flexibility that is not being used because the Insurance Corporation 
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says that can’t use it. Now, it seems to me that ought to be explained 
before we just take off all the bars entirely. Let’s try the 15 percent. 
At least it ought to be explained why that barrier is in there, after 
Congress authorized it. 

The Cuairnman. What regulations have the Federal Savings and 
Loan Insurance Corporation applied to this now ¢ 

Mr. Buss. I have it in front of me, sir. Section 163.9 of the rules 
and regulations for the Federal Savings and Loan Insurance Cor- 
poration states: 

Insured institutions may lend and otherwise invest their funds to the extent 
and in the manner authorized by law, provided that, except as hereinafter 
authorized no insured institution may invest its funds on the security of real 
estate located more than 50 miles from its principal office, and outside the terri- 
tory within which the institution was operating on June 27, 1934, without the 
prior written approval of the Corporation. 





Now the exceptions that are thereafter listed 

The CHarrman. Well, of course, they would have the same super- 
vision over those loans that they do over those that are initiated, I 
suppose. 

Mr. Buiss. May I make the record clear? 

The CuarrmMan. They certainly would make their regulations con- 
form to the law as soon as enacted, wouldn’t they? They would 
extend their insurance to associations that would purchase these loans 
anywhere. Won't that be true? 

Mr. Buss. Yes, sir. 

The Cuarrman. Certainly. They wouldn’t issue any regulations 
contrary to the law. 

Mr. Brown. Mr. Chairman, may I ask a question ? 

Mr. Buiss. Mr. Brown, may I just make clear that there are two 
exceptions which the corporation has authorized. One is that GI 
loans may be made anywhere in the country. That is because of 
another statutory provision. 

The second is that FHA loans may be made within the 15 percent, 
up to 100 miles, rather than anywhere in the country as the basic 
statute does authorize. 

Mr. Brown. I understand you are not against the objectives of 
this bill. 

Mr. Buss. That is correct. 

Mr. Brown. How are you going to carry those out except by an 
act of Congress? That is the ] point and the only point. If we have 
a law, of course, it is different. 

Mr. Briss. We hope, Congressman, at the hearing which is to be 
held tomorrow, and which incidentally was to have been held last 
month and was postponed at our request for the convenience of some 
of our people, that the Insurance Corporation will see the point of 
view that I am developing here and will revise its regulations so that 
these associations may exercise the statutory powers. 

Mr. Brown. I know, but if you have no objection to what is in this 
bill, why would you be hurt if Congress passed this bill ? 

Mr. Briss. Well, just because our people believe, Mr. Congressman, 
our people believe that these institutions are local institutions and 
that the provisions in the law which are designed to maintain their 
essentially local character are matters of law which frankly we wrote 
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into the law in the first instance, and we think they are good and sound 
and wholesome, and we don’t advocate eliminating them. 

Mr. Nicnoison. Mr. Chairman. 

The CuarrMan. That would be an argument against ever amend- 
ing any law then. 

Mr. Nicuoison. Mr. Chairman. 

The Cuarmman. Mr. Nicholson. 

Mr. NicHotson. Doesn’t this create more money? 

Mr. Buiss. It doesn’t create more money. It permits money to 
flow. 

Mr. Nicnorson. Yes; it puts more money in circulation; isn’t that 
right? 

Mr. Brtss. Yes, sir. 

Mr. Nicnorson. Well, isn’t that the creation of more money than 
is on the market now? 

Mr. Buiss. We now develop, Congressman, another point. If there 
is a need for a wider flow of money, around the country, for mortgage 
purposes, then we would suggest the complete elimination of these 
restrictions and let these associations make not only FHA loans but 
other loans. We see no reason, if there is a need for expanding 
the lending areas, and facilitating the flow of funds, why FHA loans 
should be the only ones to be put into that category. 

These institutions have been making loans for over a hundred 
years. Their judgment is as sound and reliable as anybody else’s, and 
if there is such a need let’s let them make all of their loans on such 
a basis. 

The Cuamman. Where is your home? 

Mr. Buitss. Mount Vernon, N. Y., sir. 

The CuairmMan. Aren’t there many areas in the country where there 
is a dearth of capital for home building? Don’t citizens in many sec- 
tions have great difficulty in obtaining loans? 

Mr. Buitss. There are some sections of the country where money 
is not as plentiful as in others; yes, sir. 

The CHairman. And when those loans are made, they are good 
loans, aren’t they? 

Mr. Buss. Yes, sir. 

The CuarrmMan. Would it not be desirable to direct the flow of 
‘apital, if we could, to those areas? 

Mr. Buss. Yes, sir. 

The CHarrMan. Not capital from the Federal Treasury, but pri- 
vate capital. I think that is very much more desirable than directing 
Federal capital. LEverbybody wants Fannie Mae to come in and pur- 
chase the loans. If we can get private capital to purchase those loans, 
don’t you think that would be desirable, to make available other funds 
for the same uae 

Mr. Buss. Mr. Chairman, what we say with respect to that is as 
toa matter of degree. We think the present needs can be accomplished 
with the 15-percent limitation being permitted to take care of the 
situation. 

The CHarrMan. Well, if it isa good thing, maybe a little higher per- 
centage than 15 would be good. 

Mr. Briss. The 15-percent limitation is not now working. 

Mr. Tatue. Mr. Chairman. 

The CuHairMan. Dr. Talle. 
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Mr. Tate. On that point, Mr. Bliss, you mentioned, a moment ago, 
a hearing, and it is referred to in your statement also. That hearing 
is a hearing within your organization, is it not? 

Mr. Buiss. It is a hearing by the Federal Savings and Loan Insur- 
ance Corporation. 

Mr. Tatix. Now may I read a paragraph from your statement? 

Mr. Buss. Yes, sir. : 

Mr. Tate (reading :) 


At that hearing, we shall urge that the Corporation— 
namely the Federal Savings and Loan Insurance Corporation— 


revise its regulations so as to restore to Federal savings and loan associations 
their basic statutory power to invest up to 15 percent of their resources in such 
mortgage loans as the management of each association deems proper, without 
restriction as to area or type of mortgage loan. It is our opinion that if this 
recommendation is accepted by the Corporation, there is no need for any amend- 
ment to the act, such as the pending bill. 

Now, that is the heart of your.testimony, is it not ? 

Mr. Briss. Yes, sir. 

Mr. Taxir. The question in my mind is, if the power already in 
existing law is nullified by regulation, will any new law like the pend- 
ing bill, make any difference? The new law, like existing law, might 
be nullified by regulation, might it not? 

Mr. Buiss. I don’t know, sir. 

Mr. Tair. Can you say that the power has not been use? In some 
instances, have not some of these associations placed 15 percent of 
their assets in loans beyond the 50-mile radius? 

Mr. Butss. Have some of them reached the 15-percent figure ? 

Mr. Tauue. Pardon? 

Mr. Briss. I am not sure that I understood you. 

Mr. Tatty. You say the power to put 15 percent of their assets in 
mortgages beyond the 50-mile limit has not been used. Do you mean 
that the power has not generally been used or not used in any instance? 

Mr. Buiss. That is what I say, sir. 

Mr. Tatur. Not been used in any instance ? 

Mr. Butss. No; has not been generally used because of the restric- 
tions placed on that power by the Federal Savings and Loan Insurance 
Company. 

Mr. Tatie. Haven't some of the associations used that power to 
the full extent, where there were available mortgages ? 

Mr. Butss. It is possible. I do not know, sir. 

Mr. Kitpurn. You don’t know what demand there will be for the 
purchase of these mortgages, if this bill is passed, then ? 

Mr. Buss. Sir, we have some 3,800 savings and loan associations in 
our membership and we have not had any request from any of them 
that we assist them in getting an enlarged power, which leads us to 
this recommendation, sir: We are not, as has been said here, objecting 
to the objectives, but we do suggest, first, that the 15 percent now con- 
tained in the act be release, so that these institutions may use it freely, 
and then if it develops that the 15 percent is inadequate, we would be 
very glad to come in here and work with the committee in raising it 
to another figure, 18 percent, or 20 percent or 25 percent, as the need is 
demonstrated. 
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Mr. Kirsurn. If this bill is enacted, as proposed, what is to prevent 
them keeping their present regulation? There would be no effect 
from this bill at all. 

The CuarrmMan. They couldn’t do that. 

Mr. Kirsurn. Why not? 

The Cuarrman. They couldn’t issue a regulation contrary to a 
statute. 

Mr. Kitpurn. Well, they are doing it now. 

Isn't that right? Am I not right on that ? 

Mr. Buss. They are doing it now, sir, under power contained in 
another act. 

Mr. Kinsurn. They are doing it now, Mr. Chairman. What is to 
prevent them from keeping on doing it? 

Mr. Brown. Well, if this act is passed, it will take precedence over 
any other act. 

Mr. Cot. Mr. Chairman. 

The CHarrman. Mr. Cole. 

Mr. Cote. Mr. Chairman, I think Mr. Divers has a comment on that. 
I think we ought to hear from him. 

The CuairmMan. Very well. You may stand aside, Mr. Bliss. We 
will ask Mr. Divers to return. 

Mr. Drivers. I would like to make a comment on that, sir, particularly 
because of the question that was raised by Congressman Buffett. 

It is true that the Federal savings and loan associations now are 
authorized by their basic legislation to make loans up to 15 percent of 
their assets, beyond 50 miles, beyond their normal lending areas. 

After that law was passed by Congress, they adopted the legislation 
providing for the creation of the Federal Savings and Loan Insurance 
Corporation, and in that piece of legislation they provided as follows: 

Each applicant for such insurance shall also file with its application an agree- 
ment that during the period that the insurance is in force, it will not make any 
loans beyond 50 miles from its principal office, except with the approval of, and 
pursuant to regulations of, the corporation. 

So that I didn’t want you to get the impression that we had adopted 
this regulation out of thin air, sir, but it was taken from the statute. 

Now, pursuant to that authorization to expand that authority, we 
did adopt a regulation which gave blanket approval to loans which 
were made up to a hundred miles, as distinguished from the 50 miles, 
where they were insured by FHA. 

And, also, we have proposed a regulation in the Federal Register, 
which would further extend that power, by removing the 100-mile 
limitation where the loans are insured by FHA. 

I would like to make one further comment, if I may: that is that 
our supervisors, our chief supervisor, believes that there is a considera- 
ble difference between making loans all over the United States, or pur- 
chasing loans which have already been initiated by a local institution, 
and which are to be serviced by that local institution. 

Mr. Cote. You think that might retain the local flavor ? 

Mr. Divers. We believe it would retain the local character of the 
institutions better than by just taking off this restriction that Congress 
has authorized us specifically to put on, and if we took that off, why, 
then we would have institutions from Ohio which might be making 
loans in Massachusetts, for example, or any place else in the country. 
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But under this proposed legislation the local institution would make 
the loan, and they know the local circumstances, and we don’t believe 
that the difficulties which occurred before from institutions making 
loans all over the country would follow, if those loans were originated 
by local institutions, were served by them and insured by FHA. 

“Mr. Coir. Do you have any comment about the impact of this legis- 
lation upon the inflationary spiral 

Mr. Divers. I don’t have any, sir. I don’t think that this proposed 
piece of legislation is a panacea of any kind for the demand in defense 
housing areas. I look upon it as a constructive step for future, to pro- 
vide greater mobility of private capital. 

Mr. Cote. The point I was making, though, is this: Mr. Bliss inti- 
mated pretty strongly that the bill itself would create pressure that 
would cause the inflationary spiral to rise—in other words, expanding 
the money market, whereas we have regulations in effect to hold it 
down. 

Mr. Divers. I don’t believe that would follow, sir. The associations 
have a certain amount of money that they may invest, and, as a matter 
of fact, what it might do would be possibly just the opposite, because 
instead of having a pressure to lend these moneys in their local lend- 
ing areas it might be keeping up prices, or making higher loans in 
their own area, if they could purchase better loans that had been 
made outside of their own lending area, it might have the effect of 
equalizing the demand and prices rather than forcing them up in any 
particular area. 

Mr. Burrerr. Mr. Divers, is the regulation, then, that has been re- 
stricting this type of loan, is that mandatory on the Insurance Cor- 
poration ¢ 

Mr. Divers. No, sir; it is not mandatory. 

Mr. Burrerr. But they have not seen fit to release the constricting 
effect of that regulation up until now ? 

Mr. Divers. That is right, although we have proposed it and are 
holding a hearing on it tomorrow, sir. 

Mr. Burrerr. Isn't it more appropriate for Congress to see what 
happens after that is released than to go ahead and turn this thing 
wide open, especially in view of the fact that there must have been 
some reason for putting in these restrictions in the first instance ? 

Mr. Divers. Well, that is a matter of judgment, sir. 

Mr. Burrerr. You think it ought to go from tight restriction to 
wide open, at one jump? 

Mr. Divers. Well, we are not suggesting that it go wide open, and 
I don’t know how many of these institutions would take advantage 
of it if it was made available. I did point out that they have the same 
authority with reference to VA-guaranteed loans at the present time, 
and although there has been no great use made of it there have been 
no abuses of it. 

The CHaimman. There is nothing mandatory in this law. This 
merely gives them power to exercise their judgment over a broader 
field than they have heretofore; isn’t that all? 

Mr. Drivers. I think that is right, sir. 

The Cuarrman. And as far as the inflaticnary aspect is concerned, 
it seems to me that to direct the flow of capital into the building of 
homes would be about as little inflationary as would be the use of that 
capital in any other way. 
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So if that is the purpose, to increase capital for the purchase of 
homes, I think it is not as inflationary as if the capital were used for 
some other purpose. That is my humble opinion. 

If there are no further questions, you may stand aside, Mr. Divers. 
There being no other witnesses, the committee will adjourn to recon- 
vene tomorrow morning at 10 o’clock. 

(Whereupon, at 11:47 a. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, March 21, 1952.) 
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FEDERAL DEPOSIT INSURANCE ACT AMENDMENT 


FRIDAY, MARCH 21, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding. 

Present: Messrs. Spence (presiding), Brown, Deane, Addonizio, 
Burton, Barrett, Kilburn, Cole, Scott, Nicholson, and Betts. 

The CHairMan. We will now take up H. R. 5120, a bill to amend the 
Federal Deposit Insurance Act so as to require the insurance of de- 
posits in branches of insured banks located in Puerto Rico, 

(A copy of the bill is as follows :) 


{H. R. 5120, 82d Cong., 1st sess.] . 


A BILL To amend the Federal Deposit Insurance Act so as to require the insurance of 
deposits payable at branches of insured banks in Puerto Rico 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That in order to insure more adequate pro- 
tection of Puerto Rican depo-itors by terminating the right of any insured bank, 
having its principal place of business in any of the States of the United States 
or in the District of Columbia which maintains a branch in Puerto Rico, to 
elect to exclude from insurance under the Federal Deposit Insurance Act its 
deposit obligations which are payable only at such branch, section 3 (1) of the 
Federal Deposit Insurance Act, as amended (12 U. 8. C. 1813 (1)), is hereby 
amended by striking out “Puerto Rico” from the second proviso thereof. 

The CHairman. The first witness on this bill is the delegate from 
Puerto Rico, Mr. Fernés-Isern. 


STATEMENT OF HON. A. FERNOS-ISERN, A DELEGATE IN CONGRESS 
FROM THE TERRITORY OF PUERTO RICO 


Mr. Frernoés-Isern, Mr. Chairman, I appreciate the opportunity to 
appear before this committee on behalf of H. R. 5120. The Congress, 
in passing the Federal Deposit Insurance Act, made it mandatory 
that all Federal Reserve member banks be insured by the Federal 
Deposit Insurance Corporation, which insures depositors up to a maxi- 
mum of $10,000 each. The Federal Deposit Insurance Act provides, 
however, that these banks may exclude from the Deposit Insurance 
protec tion the deposits of their branches in any territory of the United 
States, Puerto Rico, or the Virgin Islands. 

Two New York Federal Reserve member banks operate branches 
in Puerto Rico. They are the National City Bank and the Chase 
National Bank. Both have elected not to cover their Puerto Rico 
branches with insurance protection. 
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The people of Puerto Rico are served by seven local banks and their 
branches, in addition to the two branches of the large New York 
City banks. The local banks and their branches are insured. The 
New York banks’ branches hold a high proportion of the total deposits 
of Puerto Rico. Yet these depositors are not protected by Federal 
Deposit Insurance as are the depositors of the same banks’ New York 
offices, and as are the depositors of the seven insured local banks and 
their branches. 

The effect of this is twofold: First, the New York branch banks 
are placed in a better competitive position, since they do not pay 
insurance premiums to the Federal Deposit Insurance Corporation 
and, second, the depositors in these banks are completely without 
insurance protection on their deposits. This is obviously an undesir- 
able situation and a serious problem from both points of view. 

The question arises as to why a depositor, who desired the protection 
of Federal Deposit Insurance and could have it by depositing with 
the local insured banks, would maintain accounts in the branches of 
the New York City banks in Puerto Rico. The reason is that Puerto 
Rican economy necessitates a large import and export business with 
continental concerns and the local banks cannot offer their depositors 
the facilities that are provided by New York banks with their many 
continental offices and correspondents. 

In.this case Puerto Rican depositors are not given the protection 
afforded to depositors in national banks in the mainland. 

The denying or granting of Federal Deposit Insurance protection 
should not be left to the discretion of any bank member of the Federal 
Reserve System. However, this is what the Federal. Deposit Insur- 
ance Corporation Act permits. 

H. R. 5120 would require deposit insurance protection to all de- 
positiors in Puerto Rico who find it desirable to maintain their 
accounts in member banks of the Federal Reserve System which have 
their principal offices in the continent. Whether Deposit Insurance 
is to be given or denied those depositors who do business with branches 
of a continental bank which is a member of the Federal Reserve 
system should be determined by Congress, and not left to the dis- 
cretion of the bank. H. R. 5120 would also correct the unfavorable 
and unfair competitive position in which the local banks now find 
themselves. 

I hope the committee will act favorably on this bill. 

The Cuatrman. Is there any reason to believe that there would be 
any exceptional hazard in insuring the deposits of the banks in Puerto 
Rico? 

Mr. Frernoés-Isern. I can see no reason for it, Mr. Chairman. The 
local banks are all insured, and it is only these two branches that are 
not insured because of this exception in the law. 

The Cyaan. Are there any questions? 

Mr. Brown. The FDIC is not against this bill; is it? 

Mr. Fernos-Isern. You mean the insurance corporation ? 

Mr. Brown. Yes. 

Mr. Fernos-Isern. I understand they are in favor of it. 

The CHatrMan. Is there anybody against it? 

If there are no further questions the witness may stand aside. 

We now have a very able and distinguished former member of this 
committee who I understand would like to say a few words. 
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STATEMENT OF HON. FRED L. CRAWFORD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MICHIGAN 


Mr. CrawForp. Mr. Chairman. 

The CuarrMan. We are glad to have you back before the committee. 

Mr. Crawrorp. Thank you, sir. 

Mr. Chairman and gentlemen of the committee, I am wholeheartedly 
in favor of this bill on several counts: In my work on the Territories 
and Insular Affairs Committee, I have had occasion to spend a lot of 
time with the bankers of Puerto Rico and the Virgin Islands. 

In these off-shore areas, before, you might say, civilization really 
takes hold, there it is quite common for the Bank of America, the 
Chase National Bank, and the City National Bank, to establish their 
long-range branches. 

In the Pacific coast area it is the Bank of America, with some other 
banks, and in the West Indies, Puerto Rico, Cuba, Virgin Islands, San 
Domingo, Haiti, Martinique, and on down to South America, you have 
the Chase National Bank, and the National City Bank, primarily. 

In Puerto Rico, you have some very fine local banks. The bank at 
Ponce, and the bank at San Juan, plus some other banks, are what 
we would term, what you and I would term, high-grade first-class 
local banks. 

In Puerto Rico particularly we have had a very substantial indus: 
trial expansion in the last 4 or 5 years—I would say very substan- 
tial—and the local banks have made a tremendous contribution to the 
development of local industries, to the financing of the little people. 
and those local banks have also, in recent years, qualified for FDIC 
insurance, as the FDIC officials here will be prepared to testify. 

The distinguished chairman of this committee has just propounded 
the question as to whether or not there would be any extraordinary 
hazards in Puerto Rico from this legislation. Well, the hazards, if 
they exist, come substantially in the management or lack of manage- 
ment of the banks, and any bank that is insured is under the super- 
vision of the FDIC, so I do not see any way in which you could have, 
Mr. Chairman, a greater hazard, with an FDIC-insured bank in 
Puerto Rico, than you would have with an FDIC-insured bank on the 
continent. 

I say that in all sincerity because to me it is a question of manage- 
ment, insofar as the local bank is concerned, and insofar as the FDIC 
is concerned, in its supervisory authority. 

So I do not believe that anyone could produce evidence of any 

reater hazard in Puerto Rico than you would find in the State of 
Michigan or any other State of the Union. 

It is quite natural, when the local bank of Canada, or the Chase 
National Bank, or the City National Bank, or the Bank of America, 
goes into an area—say the Philippines, or our trust territory, Guam, 
or Samoa, or the Hawaiian Territory, or the Alaskan Territory, or 
Puerto Rico, or the Virgin Islands, when they go in there on the 
ground floor, they pick up certain support, which goes along with 
them more or less down through the years. 

Then after the expansion or development comes, those large con- 
tinental banks have certain privileges and protection that the local 
bank doesn’t have. And yet, the branch banks, of the National City 
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Bank and Chase National Bank, do not necessarily give the service 
to the local people which the local banks give. 

We have a situation here where there is a noncompetitive situation, 
where the branch banks of the National City Bank and the Chase 
National Bank have an advantage over the local banks, and person- 
ally, I don’t think that it is fair to the people of Puerto Rico; I 
don’t think it is fair to the banks of Puerto Rico, the local banks; I 
don’t think it is fair to the stockholders of those local banks—and 
that means local people who put up their funds to finance the local 
banks, to in turn extend credit to local people in local industries 

Mr. Deane. Mr. Crawford, I wonder, while you are discussing the 
stockholders—are the local banks more or less family banks, or is the 
stock spread rather broadly ? 

Mr. Crawrorp. I think if you will get the detailed records you 
will find that these two local banks I have referred to, Ponce and 
San Juan, their stocks are very widely spread, because in the last 3 or 4 
or 5 years the people of Puerto Rico are aggressively investing their 
funds in the expansion of Puerto Rican industry, which did not exist 
prior to a few years ago to any substantial extent, and these new in- 
dustries are breaking up this thing, and wealthy families in Puerto 
Rico are now investing their funds in industry in Puerto Rico, which 
is what we want them to do, instead of gathering those dollars and 
sending them up here for investment, because we want industry de- 
veloped in Puerto Rico, so as to take the Puerto Rican relief load off 
the taxpayers of this country. 

We have been carrying on quite a program down there in Puerto 
Rico and the Virgin Islands in that respect, and for the first time since 
1917 we have eliminated unemployment in the Virgin Islands, for in- 
stance, and Virgin Islands are now absorbing hundreds of workers 
from Puerto Rico and relieving the load of unemployment there. So 
this proposal in my opinion goes much further than just bank legis- 
lation. 

Mr. Kitsurn. Mr. Crawford, there is something I don’t under- 
stand about this: The local Puerto Rico bank, does it belong to the 
Federal Reserve System ? 

Mr. Crawrorp. The local Puerto Rican banks are insured by the 
FDIC. 

Mr. Kitzurn. Do they belong to the Federal Reserve System ? 

Mr. Crawrorp. It is my understanding that none of them are mem- 
bers of the Federal Reserve. 

Mr. Kiisurn. They are under that voluntarily, the FDIC, and 
don’t have to be; is that correct? 

Mr. Crawrorp. Well, somewhat. I won’t agree with you 100 per- 
cent on that. A bank doesn’t insure voluntarily. The bank insures 
because the situation of today demands that the bank have its deposits 
insured. 

Mr. Kirsurn. But I mean if they didn’t want to, they wouldn’t have 
to belong; is that right ? 

Mr. CrRAwForp. Well, I don’t know about that. I wouldn’t go that 
far. 

Because a bank is an institution that serves the public and the bank 
has certain responsibilities to the community. 

Mr. Kirrurn. Perhaps you don’t understand me. They do it be- 
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cause they think it is a better policy, but they don’t have to. The law 
doesn’t require it, does it? 

Mr. Crawrorp. I agree with you on that. 

Mr. Kitsurn. All right. 

One other question: I don’t understand how the National City, 


. and the Chase Bank, who, as long as they are members of the Fed- 


eral Reserve in New York City have to join FDIC, why their branches 
are not automatically under? 

Mr. Crawrorp. We have a Federal law which exempts Puerto Rico 
from that requirement and this bill here is to correct that situation. 

The present law permits them to elect to exclude them from insur- 
ance. 

Mr. Coir. Why was that done? 

Mr. Crawrorp. We just did it because somebody had us do it. We 
shouldn’t have done it. That is why it was done. Congress did it. 

Mr. Cour. Must they have insurance in all branches in the United 
States? 

Mr. Crawrorp. Yes, sir. 

Mr. Coxe. If they are under FDIC? 

Mr. Crawrorp. That is my understanding. Now, I speak from 
some experience because every bank that I have had anything to 
do with 

Mr. Corr. The thing that disturbs me about this bill is the question 
of whether or not we are by legislation requiring a bank to take out 
insurance, which would seem to me to be contrary to the policy laid 
down by law. 

You said that they were required to take out insurance. I dis- 
agree with you; all banks are not required to take out FDIC insur- 
ance. I am talking about legally, of course. 

Mr. Crawrorp. Let me ask you this question : 

If bank A, located in Detroit, Mich., with a principal office there, ¢ 
member of the Federal Reserve, and with the FDIC insurance, has ¢ 
branch in Royal Oak, Mich., does it not have to have the insurance / 

Mr. Coir. That I do not know. 

Mr. CrawrorbD. Well, that is the question we are talking about here. 

Mr. Corr. If that is the question you are talking about, all right. 
And if that is the law, that is all right. Then I think these banks 
should be required to do it. If that is not the law, then I would want 
to inquire a little further whether or not we were not changing the 
policy of the law, to require a bank to become insured when it was not 
required to be. 

Mr. CrawForp. The present law permits these banks with main 
offices in New York, we will say, National City Bank and Chase 
National, and with branches in Puerto Rico, to make the determina- 
tion that their deposits in Puerto Rico shall not be insured. 

Mr. Cote. I think my inquiry could be solved very quickly by Mr. 
Cook, who could tell us whether or not banks who have branches are 
automatically required to have insurance in those branches. 

The CuarrMan. Let counsel answer that question. 

Mr. Coir. Mr. Cook, my question was this: 

Banks doing business in the United States, having branches other 
than in their principal places of business, are they required under 
law to have insurance in those branches, provided they have insurance 
in their home office bank ? 
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STATEMENT OF H. EARL COOK, DIRECTOR, FEDERAL DEPOSIT 
INSURANCE CORPORATION 


Mr. Coox. Yes; if the branches are located in the United States. 

Mr. Corz. That solves my problem. 

The Cuarrman. That is within the continental United States? 

Mr. Cook. The exceptions apply outside of the continental United 
States, such as that which applies to Puerto Rico. 


Mr. Crawrorp. And by statute, which we are now seeking to_ 


correct. 

Mr. Corz. That solves my difficulties. 

Mr. Deane. Will you yield, Mr. Cole? 

Mr. Coxe. Yes, sir. 

Mr. Deanr. While Mr. Cook is on his feet, what is the situation 
in Alaska and Hawaii with reference to this program ? 

Mr. Coox. It so happens that deposits payable only in Alaska or 
Hawaii branches of mainland insured banks may be excluded from 
insurance, but mainland banks have branches in either the Hawaiian 
Islands or Alaska. It would apply if they had branches there. They 
could exclude those deposits under the present law. 

But within the continental United States insured banks would be 
compelled to have insurance upon their branches. 

Mr. Deane. Is it contemplated to bring these Alaskan and Hawaiian 
banks into the program ? 

Mr. Coox. Well, our basic thought is that, if they should have 
branches there, they should be insured as proposed in this bill in 
Puerto Rico. 

Mr. Dranr. What type of example—assuming the bill is passed— 
what is the procedure? Would you make a thorough investigation in 
these banks before you insured them ? 

Mr. Coox. The two banks that have been named are examined by 
the Comptroller of the Currency very meticulously, but they would 
be automatically insured if this bill becomes law. 

Mr. Kitsurn. Approximately what are the deposits of those two 
banks, compared with the deposits in Puerto Rico? 

Mr. Cook. There are deposits in the noninsured branches of those 
New York insured banks of approximately $103 million. 

Mr. Kitsurn. What is the total in Puerto Rico? 

Mr. Coox. $294 million of deposits in all banks operating in Puerto 
Rico. 

Mr. Burton. This legislation requires insurance of the banks having 
branches? 

Mr. Cook. That is correct as to mainland banks having branches in 
Puerto Rico. 

Mr. Burton. Without making the same requirement of the local 
banks? 

Mr. Cook. The local banks are almost without exception insured. 

Mr. Burton. But if they did not elect to at this moment, they would 
not be required under this bill ? 

Mr. Coox. That is correct. 

Mr. Burton. Why would not the bill treat ail alike? 

Mr. Coox. That is the intent of this bill; to create equity. 

Mr. Burton. Do you not think that to be equitable it should require 
the same of all banks, whether local or branch banks? 
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Mr. Coox. May I answer that this way, sir. That the banks in 
Puerto Rico now, that is the insular banks, came in voluntarily of 
their own free will because they felt they were entitled to the same 
protection for their depositors as the people on the mainland, and 
they came in voluntarily. 

If they were members of the Federal Reserve System, it would be 
obligatory for them to be insured, of course. 

Mr. Burton. But they would still retain the option, although we 
would have a requirement of the branch banks? 

Mr. Cook. That is correct. 

Mr. Brown. They came in like State banks, voluntarily. 

Mr. Corr. That was the point I wanted to be sure of, that we were 
not by law foreing banks which have an option, to come into the sys- 
tem unless they wanted to. I believe in that and I want to preserve 
that situation. 

The CuarrMan. This law is not compulsory; is it? 

It gives them the option as to whether or not they will come in? 

Mr. Coox. That is the insular banks. They still come in of their 
own free will and accord. 

The CHatrman. How many are there of these branch banks? 

Mr. Coox. There are only two of the large New York banks that 
have branches in Puerto Rico. They are the only two banks involved. 

Mr. Crawrorp. Mr. Chairman, let me emphasize this point: What 
this bill proposes to do is to take away from the Chase National and 
National City Bank the legal right they now have, by reason of an 
act of Congress, to say that their deposits in the branches shall not be 
insured, 

Congress gave them a right. We didn’t impose some law on them. 
We gave them a right. 

Now, we are asking that that right be terminated. That is the 
purpose of this bill. It is not to change the basic FDIC law. It is 
not to compel anybody todo anything. It takes away from them their 
option to say that their branch deposits shall not be insured. 

Mr. Berts. Mr. Crawford, that puts them on the same basis as 
branch banks on the continent. 

Mr. Crawrorp. That is right. 

The CHarrMan. Within the continental United States if they are 
members of the Federal Reserve they have got to be insured, don’t 
they ? 

Mr. Crawrorp. That is right. 

Mr. Brown. The branch bank follows the status of the parent bank, 
both Federal and State. 

Mr. Crawrorp. That is correct. As long as the law remains as at 
present, those two banks can exercise the option and say “Well, we 
have the legal right not to insure our branch deposits.” 

Mr. Cotgz. I think we understand it now. 

Mr. Crawrorp. It is to their advantage. Suppose you and I had 
the National City and Chase National. And we have a hundred mil- 
lion dollars of deposits in our branches in Puerto Rico. We have got 
a hundred million of deposits there that we don’t have to insure. e 
save money by that. 

Then we also, in that manner, have a competitive advantage over 
the local banks, like the Bank of Ponce, and the other banks. 
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Mr. Cote. That is what I[amsaying. There is a serious competitive 
difference there. 

Mr. Crawrorp. Surely. 

Mr. Brown. Mr. Chairman, I don’t see any objection to this. 

The Cuamman. Thank you, Mr. Crawford. We are happy.to have 
your views. 

It seems to me this puts the branch bank in the same status as the 
parent. bank, and if the parent bank as a member of the Federal Re- 
serve is insured it seems to me the branch bank should have the same 
status. 

Are there any further witnesses ¢ 

The Cierx. Mr. Cook has a statement. 

The Cuairman. We might ask Mr. Cook if the FDIC is in favor of 
this bill. 

Mr. Coox. Mr. Chairman, we are. 

The Cuarrman. If you have a statement you may present it. 

Mr. Cook. My name is H. Earl Cook, a member of the Board of 
Directors of the Federal Deposit Insurance Corporation. Our Chair- 
man, Mr. Harl, is ill and he has asked me to express his regret at his 
inability to be here this morning. 

In a letter of June 21, 1951, our Chairman, Mr. Maple T. Harl, 
advised the chairman of your committee, the Honorable Brent Spence, 
that the Federal Deposit Insurance Corporation was in agreement 
with the purpose of H. R, 2977. Mr. Harl’s letter was in response 
to a letter of April 9, 1951, from the clerk of your committee, Mr. 
William J. Hallahan, requesting our views on said bill. 

In subsequent conferences of the members of the staff of your 
committee and of our Corporation with Dr. Ferndés-Isern it was 
agreed that since H. R. 2977 referred to the obsolete section 12B 
of the Federal Reserve Act and not the present Federal Deposit 
Insurance Act the bill should be and was redrawn as H. R. 5120. 
Except for such statutory reference, H. R. 2977 and H. R. 5120 are 
identical. 

The Federal Deposit Insurance Act provides that any insured 
bank having its principal place of business in any of the States 
of the United States or in the District of Columbia which main- 
tains a branch in any Territory of the United States, Puerto Rico, 
or the Virgin Islands, may elect to exclude from insurance its deposit 
obligations which are payable only at such branch (13 U.S. C. 1813 
(1)). 

This provision originated in the Banking Act of 1935. The House 
bill (H. R. 7616) defined a “State bank” in part, to mean— 
any bank * * * which is incorporated under the laws of any State and the 
Territories of Hawaii or Alaska * 

When the companion bill (S. 1715) was under consideration before 
a subcommittee of the Senate Committee on Banking and Currency, 
the Department of the Interior of the United States recommended 
that deposit insurance be extended to banks in Puero Rico and the 
Virgin Islands (Banking Act of 1935—Senate hearings, pp. 95-99). 

The Senate bill as reported out by the committee and passed by 
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the Senate changed the definition of “State bank” in the House bill 
to include Puerto Rico and the Virgin Islands, and it added a pro- 
vision permitting any insured bank with a branch in Hawaii, Alaska, 
Puerto Rico, or the Virgin Islands to exclude deposits payable only 
at such branch from deposit insurance. The House conferees accepted 
both of these State amendments, and these amendments were incor- 
porated in the bill as enacted. 

H. R. 5120 would terminate the right of any insured bank having 
its principal place of business in the continental United States which 
maintains a branch in Puerto Rico to exclude from deposit insurance 
any of its deposit obligations payable only at its branch or branches 
located in Puerto Rico. 

The Federal Deposit Insurance Corporation is in’ favor of the 
principle that deposits made in branches operated by the mainland 
banks 1n any of the Territories and possessions shall be insured. There- 
fore, the Federal Deposit Insurance Corporation favors the enactment 
of H. R. 5120 as a step in that direction. 

The Bureau of the Budget concurred in our views on H. R. 2977 and 
advised us that the Department of the Interior also concurred in our 
views on said bill. 

Again may I thank the committee for this opportunity to express 
our views on this bill. 

The CuarrMan. The committee will adjourn, to meet at the call of 
the chair. 

(Whereupon, at 11 a. m., the committee adjourned, to meet at the 
call of the chair.) 

(The following communication was submitted for inclusion in the 
record of the hearing :) 

(CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 
Washington, D. C., Mareh 26, 1952. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representaitves, Washington, D. C. 

DeAR MR, CHAIRMAN: In connection with my bill, H. R. 5120, which is pending 
before your committee on Banking and Currency, and which would amend the 
Federal Deposit Insurance Act so as to require the insurance of deposits payable 
at branches of insured banks in Puerto Rico, I am enclosing a cablegram which 
I have received from the representatives of nine banks in Puerto Rico urging 
approval of H. R. 5120 as presented. 

If the record on H. R. 5120 has not been closed, I should appreciate it is you 
would kindly make this cablegram a part of it. 

Sincerely yours, 
A. FERNOS-ISERN, 
Resident Commissioner. 


San Juan, P. R., March 21, 1982. 
Hon A. FERNOS-ISERN, 
Resident Commissioner, Washington, D. C.: 

The undersigned, representing all the Puerto Rican banks established under 
the banking law of this island and all members of the Federal Deposit Insurance 
Corporation excepting the Banco Progreso Financiero, which is a nonmember 
bank, respectfully express that we are in full accord with House of Representa- 
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tives bill 5120 amending the Federal Deposit Insurance Corporation Act and 
would appreciate the approval of said bill as presented. 
RAFAEL CARRION, Sr., 
Executive Vice President, Banco Popular de Puerto Rico. 
ANGEL A. SANZ, 
President, Puerto Rico Bankers Association, and President, 
Banco Credito y Ahorro Ponceno. 
ARISTIDES ARMSTRONG, 
President, Banco de Ponce. 
SANTIAGO PALMER, 
President, Banco de Economias y Prestamos de San German. 
JUAN ANGEL TYIO, 
President, Banco de San German. 
MIGUEL SucH, 
President, Credit Union Bank. 
AGRIPINO Roie, 
President, Roig Commercial Bank. 
HoSstos GALLARDO, 
President, Banco Progreso Financiero. 
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FRIDAY, MARCH 21, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

(The committee met at 10 a. m., the Honorable Brent Spence, 
chairman of the committee, presiding.) 

Present: Messrs. Spence (presiding), Brown, Deane, Addonizio, 
Burton, Barrett, Kilburn, Cole, Scott, Nicholson, and Betts. 

The CHatrman. The committee will be in order. 

The House meets at 11 o’clock this morning, so we must proceed 
as quickly as possible. 

We are met this morning to consider H. R. 6909. 

(The bill is as follows :) 


[H. R. 6909, 82d Cong., 2d sess.] 


A BILL To amend section 14 (b) of the Federal Reserve Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 14 (b) of the Federal Reserve 
Act, as amended (U. S. C., 1946 edition, Supp. IV, title 12, sec. 355), is amended 
by striking out the proviso and inserting in lieu thereof the following: “Provided, 
That any bonds, notes, or other obligations which are direct obligations of the 
United States or which are fully guaranteed by the United States as to principal 
and interest may be bought and sold without regard to maturities either in the 
open market or directly from or to the United States; but all such purchases 
and sales shall be made in accordance with the provisions of section 12A of this 
Act and the aggregate amount of such obligations acquired directly from the 
United States which is held at any one time by the twelve Federal Reserve banks 
shall not exceed $5,000,000,000. The Board of Governors of the Federal Reserve 
System shall include in their annual report to Congress detailed information 
with respect to direct purchases and sales from or to the United States under 
the provisions of the preceding proviso.” 

The CHarrman. Our first witness this morning is Edward Bartel, 
Fiscal Assistant Secretary of the Treasury. 


STATEMENT OF EDWARD BARTEL, FISCAL ASSISTANT SECRETARY 
OF THE TREASURY DEPARTMENT 


Mr. Barren. Mr. Chairman, I appreciate very much the oppor- 
tunity to present the Treasury’s views on H. R. 6909. 

The enactment of this bill was recommended by the Secretary of the 
Treasury, Mr. John Snyder, in his letter to the Speaker of the House 
of Representatives dated February 27, 1952. 

It is endorsed by the Board of Governors of the Federal Reserve 
System, and its enactment would be in accord with the program of 
the President. 
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The bill would continue authority now vested in the Federal Reserve 
banks to purchase securities from the Treasury up to a limit of $5 
billion outstanding at any one time. 

The present authority, which has been in existence for a number 
of years, will expire on June 30, 1952; unless it is continued by the 
Congress. 

The Cuatrrman. What is the amount you mentioned ¢ 

Mr. Barre. $5 billion, Mr. Chairman. 

The main purpose of the bill is to assist the Treasury in smoothing 
out the impact on bank reserves, of heavy a and expenditures 
during periods of the year, certain periods of the year, particularly 
during heavy tax payment months. 

Because the anaberity contained in H. R. 6909 is regarded by the 
Treasury as an essential requirement of its fiscal mechanism, to al- 
leviate difficulties which the commercial banks of the country would 
otherwise have in the management of their reserves, the Treasury 
strongly recommends that the Congress grant the authority on a per- 
manent basis. 

The magnitude of the Treasury’s operations and the importance of 
this legislation might be understood when it is realized that more 
than one-fifth of the national income flows through the Treasury’s 
accounts at the Federal Reserve Banks. 

Generally speaking, all public officers are required to deposit their 
gross receipts daily in a Federal Reserve Bank and in a limited num- 
ber of cases, in other designated depositories. 

However, as I will later point out, a very large part of the Gov- 
ernment’s receipts, notably withheld income taxes and social-security 
taxes, are first deposited in commercial banks and find their way into 
the Treasury’s accounts at Federal Reserve Banks through a special 
depositary system known as the Treasury Tax and Loan Accounts. 

In explanation to the committee as to why the Department. feels 
this legislation should be made permanent, I would like to outline 
briefly how the Treasury’s fiscal system works. 

The Treasury’s working cash balances are maintained largely in the 
12 Federal Reserve Banks and their 24 branches, which might be 
regarded as the Treasury’s primary reservoirs of public funds. 

Behind these primary reservoirs is a network of 10,000 commer- 
cial banks which serve as secondary reservoirs. 

They maintin deposit accounts, known as Treasury tax and loan 
accounts. 

While a large part of Government receipts first flow into the sec- 
ondary reservoirs at commercial banks, ultimately all Government 
receipts flow into the Federal Reserve Banks and their branches. 

As Treasury balances in the Reserve Banks are drawn down by 
Government payments and need replenishment, calls are made on the 
tax and loan accounts with commercial banks for deposit in the Treas- 
ury’s account with the Federal Reserve banks. 

The development of the tax and loan accounts in commercial banks 
has an interesting history. Prior to 1948, only the proceeds from sales 
of public-debt securities, including United States Savings bonds, 
which are continuously on sale, were deposited in these accounts. 

Beginning in 1948, taxes withheld by employers from the pay of 
employees, under the current Tax Payment Act of 1943, were allowed 
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_ to be deposited in Treasury tax and loan accounts maintained in 
commercial bank depositaries throughout the country. 


In January of 1950 this procedure was extended to social security 


j taxes and on July 1, 1951, to carriers taxes. 


In March of 1951, as a further step to smooth out the effects of 


: heavy quarterly tax payments, the Treasury adopted the practice of 
_ permitting banks to deposit the proceeds of income tax checks in ex- 
_cess of $10,000 in Treasury tax and loan accounts. 


The reason we did this was because tax payments were at a record 


high level due to high corporation profits. Higher tax rates, and 
_ the acceleration of corporation income tax payments under the pro- 
' vision in the Revenue Act of 1950, known as the Mills plan. 


BRE 


In a nutshell the effect of the procedure is to leave money in the 


_ banking system until it is actually needed by the Government to meet 
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its current expenditures. 

As members of the committee know, the withdrawal of money from 
the banking system before it is needed for disbursement and return 
to channels of trade, results 1n serious pressures on bank reserves. 

Not only are the amount currently raised from the public and 
subsequently returned to the income stream very considerable, but 
the timing of Government receipts, such as heavy income taxes in 
March, June, September, and December, is so irregular as would cause 
periodic strains on bank reserves. 

On the other side of the ledger, the uneven flow of Federal expendi- 
tures due to such things as large periodic interest payments on the 


_ public debt, adds considerable sum to bank reserves in certain periods 


of the year. 

In order to minimize the effects that such Treasury operations might 
have on bank reserves, the Treasury works very closely with the Fed- 
“—< Reserve System in maintaining a proper distribution of its cash 

balances between the Federal Reserve Banks and the commercial banks 
serving as Government depositaries. 

This cooperation between the Federal Reserve banks and the Treas- 


_ury makes it possible for the Treasury to distribute more evenly the 
flow of Treasury receipts and expenditures through the banking 


sha Steep 


system. 

Instead of allowing all our funds to flow directly into and out of the 
Treasury accounts at the Federal Reserve banks, thus alternately in- 
creasing and decreasing bank reserves in response to fluctuations of 
Government receipts and payments, the present procedure enables the 
banking system to retain temporarily certain deposits until the money 
can be channeled back to the banking system through Government 


_ expenditures. 


With respect to the manner in which the provisions of H. R. 6909 


fits into this picture, I would like to give an illustration of how the 
authority to borrow directly from the Federal Reserve implements the 
_ procedure I have described with respect to the operation of the Treas- 
_ury tax and loan accounts in commercial banks. 


Generally speaking, the T reasury carries a working balance with 
Federal Reserve banks of approximately $500 million, varying, of 


_ course, from day to day. 


During a week or so prior to the heavy income tax payment date 


late month, March 17, the Treasury permitted its cash balances in 


_ Federal Reserve banks to run down to a minimum. 
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This was done in anticipation of the receipt of heavy income taxes 











beginning on March 17, and the processing and collection of checks : 
on the days immediately following. 

In anticipation of the receipt of heavy taxes in the middle of March, — 
which would place considerable strain on bank reserves, we allowed — 
our working balances with Federal Reserve banks to decline. 

On Monday, March 17, instead of transferring deposits from our — 
tax and loan accounts in commercial banks to the Treasury’s accounts ——I 
in the Federal Reserve banks, to cover Government payments, we ~~ ¢ 
borrowed $811 million from the Federal Reserve banks for a few days, — t 
pending the processing of heavy income-tax checks by collectors of — 
internal revenue. . } 

The next day, on March 18, we repaid $369 million. On March — ¢ 
19, we repaid another $131 million, leaving an unpaid balance of $311 — 
million, which will be completely repaid within the next few days. ph 

We conducted the same kind of operation in December of 1951, ex- 
cept on a smaller scale. ee 

For instance, on December 15, 1951, we borrowed $320 million, all —— + 
of which was repaid the next day. 7 t 

In summation, the authority contained in H. R. 6909 accomplished — 
two things: First, authority to borrow temporarily from the Federal — 2 
Reserve permits the Treasury to maintain smaller working balances 
than otherwise would be required. 5 0 

Secondly, it enables the Treasury to maintain a better distribution — 
of its cash balances than would be possible without this authority. ; oO 

It is helpful not only in the maintenance of the Treasury daily ~— b 
cash position, but also in the management of our heavy public debt — > 
operations, and possibly of greatest importance, it provides the Treas- — 
ury with a degree of flexibility in managing its cash lg soasto — © 
cause a minimum of disturbance to the country’s banking system. 0 

The Cuarrman. The only other method by which the Treasury —_ |: 
could obtain these funds would be by floating securities in the open — 
market; is that true? p cl 

Mr. Barret. That is correct, sir. We would be required possibly — a 
to sell bills or short-term securities in the market. : 

The Cuatrman. And that would not be well adapted to these short- ——p 
term needs. It would be cumbersome; is that correct ? | 0 

Mr. Barrer. It would be more expensive both in a clerical manner, — 
as well as perhaps in the rate that we probably would have to pay. ; u 

The Cuarrman. Are there any questions ? 

Mr. Brown. I don’t think anybody is against the bill. . 

The Cuatrman. I don’t think so. iW 

Mr. Coir. Do you pay the Federal Reserve System interest ? Fite 

Mr. Barret. We pay them one-quarter of 1 percent, a very nominal 
rate. 

The CuarrMan. You may stand aside. 

Mr. Barret. Thank you, sir. ge 

The Cramman. The next witness is Mr. Ralph Young, Director te 
of Research and Statistics of the Federal Reserve Board, accom- — t! 
panied by Mr. Fred Solomon, assistant general counsel of the Federal — at 


Reserve Board. 
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STATEMENTS OF RALPH YOUNG, DIRECTOR OF RESEARCH AND 
STATISTICS OF THE FEDERAL RESERVE BOARD; AND FRED 
SOLOMON, ASSISTANT GENERAL COUNSEL, FEDERAL RESERVE 
BOARD 


Mr. Youne. I am here, Mr. Chairman, to testify on behalf of the 
Board of Governors of the Federal Reserve System, and I would like 
to say at the outset that the Board appreciates very much this oppor- 
tunity to have its views expressed at this hearing. 

The proposed legislation, H. R. 6909, would make permanent the 
present temporary authority of the Federal Reserve banks, to pur- 
chase Government obligations directly from the United States. 

Except between the years 1935 and 1942, the Federal Reserve banks 
have always had authority to purchase Government obligations di- 
rectly from the Treasury. Since 1942, this authority has been limited 
by section 14 (b) of the Federal Reserve Act to an aggregate maximum 
amount of $5 billion at any one time, and the provision has been 
temporary in nature. 

While the time limit has been extended from time to time, the 
authority under present law will terminate on June 30 of this year. 
The Board of Governors believes that the direct purchase authority 
of the Federal Reserve banks is desirable. 

This authority provides a useful mechanism for helping to smooth 
out the effect of short-run peaks in Treasury cash receipts and dis- 
bursements, so that the disturbing effect of their flow through the 
banking system may be held to a minimum. 

It also makes possible for the Treasury to operate with a smaller 
cash balance than might otherwise be needed, since it provides a 
means by which the Treasury, if necessary, may temporarily meet 
large cash outlays, of which it has not had previous notice. 

Under both the existing law and that prior to 1935, the direct pur- 
chase authority has been used only infrequently, and for short periods, 
as a convenient means of meeting temporary situations. 

For the reasons indicated, the Board favors enactment of the pro- 
posed legislation. The Bureau of the Budget advises that the enact- 
ment of the legislation is in accord with the President’s program. 

The Cratrman. This is a fiscal mechanism which has been very 
useful to both the Federal Reserve and the Treasury, is that correct / 

Mr. Youna. It has been very useful to both of them, sir. 

The Carman. And unless they did have this power, the only way 
in which the Treasury could obtain these funds temporarily would be 
to float securities on the open market ? 

Mr. Youne. That is correct. 

The CuarMan. Which would be cumbersome ? 

Mr. Youne. Which would be cumbersome and, at times, rather in- 
convenient. At times of a heavy tax load, corporation and other 
taxpayers may be selling secur ities in the market, and it is not exactly 
the best time for the Treasur y to be offering its own securities, so this 
affords a means to do it. 

Mr. Brown. The only purpose of the bill is to make it permanent 
authority instead of temporary; is that right ? 
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Mr. Youne. That is right. 

Mr. Brown. Then it extends no further power ? 

Mr. Youne. That is correct. 

The Cuarman,. In the original act the Federal Reserve had this 
power ¢ 

Mr. Youne. Until 1935; yes, sir. 

The CHairman. From 1942 to the present time, the power has 
existed but it has been temporary. 

Mr. Youne. That is correct. 

Mr. Deane. Why was it made temporary ? 

Mr. Youna. I am not familiar with the legislative background, sir, 
but the Assistant General Counsel of the Board is present, and would 
be glad to have him answer that question. 

Mr. Deane. I would like to know. 

Mr. Sotomon. What happened there, sir, was that in 1935, a pro- 
hibition was put in against any direct purchases. That was the first 
time there was any such prohibition, and it was found in 1942, with 
the large financing of the war coming along, that this prohibition 
was very awkward in causing the difliculties mentioned here. 

So, in order to avoid those difficulties, authority was proposed and 
enacted, but in temporary form, for this. Having been used over and 
over again, and in temporary form, it has been found, again, to be 
very necessary, and to have no inherent dangers in it, and that is why 
it seems desirable to put in on a permanent basis. 

Mr. Deanr. Why haven't you brought it up before. 

Mr. Sotomon. I think it has been recommended to be made perma- 
nent several times. 

Mr. Corr. If I may suggest, I don’t think you quite answered Mr. 
Deane’s question. He asked you why was it taken away. 

Mr. Deane. That is right. 

Mr. Cote. You answered why it was put back, but not why it was 
taken away. We have got to know some of the arguments against it. 

Mr. Soromon, I can give you what I think are probably the argu- 
ments that led to that view. Whether they are good arguments or 
not, you will have to judge. 

Mr. Coir. We assume you don’t think they are. 

Mr. Sotomon. I think there was a feeling at the time, sir, that the 
authority to purchase directly from the Treasury might be used as a 
means of financing the Government. 

The fact is, however, that this has never been used for that purpose. 
It’s purely a technical, administrative operating mechanism, and it 
has been found to be that way from the beginning of the system until 
1935, and also from 1942 down to date. 

So that any fears that might have existed that this would be used 
for that purpose, have not turned out to be well-founded. 

Mr. Deane. If it is made permanent, what control does Congress 
have over the purchase of these? 

Mr. Soromon. The Congress could change it any time, of course, 
sir, and there is a special provision, that a special report must be made 
each year, of the exact amount. That has been in the statute since 
1942, and would be continued under the present bill. So that Con- 
gress would keep a very close eye on it and have the facts immediately 
at its disposal. 
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Mr. Deane. Sometimes the Congress doesn’t do those things. 

Mr. Kitgurn. Is anybody ag: tinst this bill 4 

The Cuamman. I don’t know of anybody. 

Mr. Kitsurn. Do you know of any opposition ? 

Mr. Sotomon. No, sir. 

The Cuatrman. There has been no opposition. 

Mr. Coir. What is the mechanism 43 which the loans are origi- 
nated? By that I mean, is the request made by the Treasury to the 
Federal Reserve, or is it vice versa 4 

Mr. Youna. No, sir, it it from the Treasury to the Federal Reserve. 

Mr. Corr. May the Federal Reserve refuse to buy the obligations, 
if the Federal Reserve deems it advisable to do so? 

Mr. Youne. That is my understanding, sir. 

Mr. Cote. I personally am very much interested in maintaining 
the independent status of the Federal Reserve System, and I think 
that this program is all right. I would say to you, however, that I 
follow along Mr. Deane’s implied idea, at least, that we must be very 
careful that we do not permit, through a permanent law, a mechanism 
which would do the thing which the General Counsel was suggesting. 
Therefore, assuming that I do approve, as far as I personally am 
concerned, I want to be very sure that that situation does not arise, 
that situation being that we permit the financing of the Government 
through the manipulations ‘of the Treasury and the Federal Reserve. 

Mr. Kizsurn. I didn’t understand your reply. As I understand 
the question, I think it is a very important one, and that was, Does 
the Federal Reserve have to buy these bonds if the Secretary of the 
Treasury asks them to? And your reply was “That is my under- 
standing.” 

Mr. Soromon. It is my understanding that the Federal Reserve 
‘an refuse to buy, sir. 

Mr. Kitsurn. That is your understanding. But is that correct? 

As I understand it, General Counsel, that is the law, sir, very 
definitely. 

Mr. YounG. May I say, sir, that the administration of this privilege 
is in the hands of the Open Market Committee. The Open Market 
Committee gives authority to the manager of the account, for tempo- 
rary periods, and then reviews the exercise of that authority with an 
eye to approval or disapproval. 

The Cuarrman. Was the authority under the original act limited 
to $5 billion or was it blanket authority ? 

Mr. Sotomon. It was without any limit, sir, in the original act. 

The CuarrMan. Well, the activities under this authority are shown 
in the annual report of the Federal Reserve System, are they not? 

Mr. Sotomon. Yes, sir, every year. They have to be reported. 

The Cuarrman. And Congress would still have control over it? 

Mr. Sotomon. Yes, sir. 

The Cuairman. Are there any further questions? 

If not, sir, you may stand aside. 

Gentlemen, thank you very much. 

Those are all the witnesses on H. R. 6909. 

(Whereupon, at 10:30 a. m., hearing on H. R. 6909 was closed.) 
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MERGERS OF NATIONAL BANKS AND CLARIFICATION 
OF NATIONAL BANK CONVERSION ACT 





MONDAY, JUNE 23, 1952 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice Buinprne, 
Washington, D. C. 


The committee met at 2:30 p. m., the Honorable Brent Spence 
(chairman) presiding. 

Present: Chairman Spence, Messrs. Fugate, Wolcott, Cole, Nichol- 
son, McDonough, and Betts. 

The Cuatrman. The committee will be in order. 

We will hear testimony this afternoon on S. 2128 and S. 2252. 

(The bills referred to are as follows:) 


[S. 2128, 82d Cong., 1st sess. ] 


AN ACT To provide for the merger of two or more national banking associations and for 
the merger of State banks with national banking associations, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Act entitled “An Act to provide for 
the consolidation of national banking associations”, approved November 7, 1918, 
as amended (U. S. C., title 12, secs. 33, 34, and 34a), is hereby amended by 
adding at the end thereof new sections 4 and 5 to read as follows: 

“Sec. 4. (a) One or more national banking associations or one or more State 
banks, with the approval of the Comptroller, under an agreement not incon- 
sistent with this Act, may merge into a national banking association located 
within the same State, under the charter of the receiving association. 

“(b) The merger agreement shall— 

“(1) be agreed upon in writing by a majority of the board of directors of 
each association or State bank participating in the plan of merger; 

““(2) be ratified and confirmed by the affirmative vote of the shareholders 
of each association or State bank owning at least two-thirds of the capital 
stock outstanding, at a meeting to be held on the call of the directors, after 
publishing notice of the time, place, and object of the meeting for four con- 
secutive weeks in a newspaper with general circulation in the place where 
the association or State bank is located, and after sending such notice to 
each shareholder of record by registered mail at least ten days prior to 
the meeting, except to those shareholders who specifically waive notice ; 

“(3) specify the amount of the capital stock of the receiving association 
which will be outstanding upon completion of the merger, the amount of 
stock (if any) to be allocated, and cash (if any) to be paid to the share- 
holders of the association or State bank being merged into the receiving 
association ; and 

“(4) provide the manner of disposing of any shares of the receiving 
association not taken by the shareholders of the association or State bank 
merged into the receiving association. 

“If a merger shall be voted for at the called meetings by the necessary majori- 
ties of the shareholders of each association or State bank participating in the 
plan of merger, any shareholder of any association or State bank to be merged 
into the receiving association who has voted against the merger at the meeting 
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of the shareholders, or has given notice in writing at or prior to the meeting to 
the presiding officer that he dissents from the plan of merger, shall be entitled 
to receive the value of the shares held by him if and when the merger shall be 
approved by the Comptroller. The value of the shares shall be ascertained, 
as of the date of the meeting of the shareholders of the association or State bank 
approving the merger, by an appraisal made by a committee of three persons, 
composed of (i) one selected by the vote of the holders of a majority of the stock, 
the owners of which are entitled to payment in cash; (ii) one selected by the 
directors of the receiving association; and (iii) one selected by the two so 
selected. The valuation agreed upon by any two of the three appraisers shall 
govern. If the value so fixed shall not be satisfactory to any dissenting share- 
holder who has requested payment, that shareholder may, within five days after 
being notified of the appraised value of his shares, appeal to the Comptroller, 
who shall cause a reappraisal to be made which shall be final and binding as to 
value of the shares of the appellant. If, within ninety days from the date of 
consummation of the merger, for any reason, one or more of the appraisers have 
not been selected, or the appraisers have failed to determine the value of the 
shares, the Comptroller, upon written request of any interested party, shall cause 
an appraisal to be made which shall be final and binding on all parties. The 
expenses of the Comptroller in making the reappraisal or the appraisal, as the 
case may be, shall be paid by the receiving association. The value of the shares 
ascertained shall be promptly paid to the shareholders by the receiving associa- 
tion, and the shares so paid for shall be surrendered to and cancelled by the 
receiving association. The provisions of this paragraph shall apply only to 
shareholders of and stock owned by them in a bank or association being merged 
into the receiving association. 

“(c¢)The corporate existence of the merging association or State bank shall 
be merged into that of the receiving association. All rights, franchises, and 
interests of the merging association or State bank in and to every type of property 
(real, personal, and mixed) and choses in action shall be transferred to and 
vested in the receiving association by virtue of such merger without any deed or 
other transfer. The receiving association, upon the merger and without any 
order or other action on the part of any court or otherwise, shall hold and enjoy 
all rights of property, franchises, and interests, including appointments, desig- 
nations, and nominations, and all other rights and interests as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, assignee, re- 
ceiver, committee of estates of lunatics, and in every other fiduciary capacity, 
in the same manner and to the same extent as such rights, franchises, and inter- 
ests were held or enjoyed by any merging association or State bank at the time 
of the merger, subject to the conditions hereinafter provided. 

“Where any merging association or State bank, at the time of the merger, 
was acting under appointment of any court as trustee, executor, administrator, 
registrar of stock and bonds, guardian of estates, assignee, receiver, committee 
of estates of lunatics, or in any other fiduciary capacity, the receiving association 
shall be subject to removal by a court of competent jurisdiction in the same 
manner and to the same extent as was the merging association or State bank 
prior to the merger. Nothing contained in this section shall be considered to 
impair in any manner the right of any court to remove a receiving association 
and to appoint in lieu thereof a substitute trustee, executor, or other fiduciary, 
except that such right shall not be exercised in such a manner as to discriminate 
against national banking associations; nor shall any receiving association be 
removed solely because of the fact that it is a national banking association. 

“(d) Any national banking association which is a receiving association may 
issue stock, with the approval of the Comptroller and in accordance with law, 
to be delivered to the shareholders of a merging State bank or national banking 
association as provided for by a merger agreement, free from any preemptive 
rights of the shareholders of the receiving association. 

“Sec. 5. As used in this Act the term— 

“(1) ‘State bank’ means any bank, banking association, trust company, 
savings bank (other than a mutual savings bank), or other banking insti- 
tution which is engaged in the business of receiving deposits and which is 
incorporated under the latvs of any State, or which is operating under the 
Code of Law for the District of Columbia (except a national banking asso- 
ciation located in the District of Columbia) ; 

“(2) ‘State’ means the several States, the several Territories, Puerto Rico, 
the Virgin Islands, and the District of Columbia ; 

“(3) ‘Comptroller’ means the Comptroller of the Currency ; and 
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“(4) ‘Receiving association’ means the national banking association into 
which one or more national banking associations or one or more State banks, 
located within the same State, merge.” 

Sec. 2. Section 3 of the Act of November 7, 1918, as amended (U. S. C., title 12, 
sec. 34a), is amended by deleting the second paragraph thereof, which reads as 
follows: 

“The words ‘State bank,’ ‘State banks,’ ‘bank,’ or ‘banks,’ as used in this sec- 
tion, shall be held to include trust companies, savings banks, or other such corpo- 
rations or institutions earrying on the banking business under the authority ef 
State laws.” 

Passed the Senate October 2 (legislative day, October 1), 1951. 

Attest: 

LesLiE L. BIFFLE, 
Secretary. 


[S. 2252, 82d Cong., 1st sess.] 


AN ACT To clarify the Act of August 17, 1950, providing for the conversion of national 
banks into and their merger and consolidation with State banks 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4 of the Act entitled “An Act 
to provide for the conversion of national banking associations into and their 
merger or consolidation with State banks, and for other purposes,’ approved 
August 17, 1950 (12 U. S. C. 214¢), is amended by striking out the words “as 
provided by Federal law” at the end of the section and substituting the words 
“ander limitations or conditions no more restrictive than those contained in 
section 2 hereof with respect to the conversion of a national bank into, or merger 
or consolidation of a national bank with, a State bank under State charter.” 

Passed the Senate October 19 (legislative day, October 1), 1951. 

Attest: 

Lesiie L. Birr xe, 
Secretary. 

The CHarrman. The Deputy Comptroller of the Currency, Mr. Jen- 

nings, is here. We will be very glad to hear you, Mr. Jennings. 


STATEMENT OF L., A. JENNINGS, FIRST DEPUTY COMPTROLLER OF 
THE CURRENCY 


Mr. Jenninos. My name is L. A. Jennings, Mr. Chairman, I am 
First Deputy Comptroller of the Currency. 

Which one do you wish to take up first, Mr. Chairman? 

The Cuatrman. Either one. 

Mr. Jennines. Shall I take up the merger bill first? 

The Cuairman. Yes. 

Mr. Jennines. Possibly it would be well to give a little general 
background. 

As you are probably aware, at the present time consolidations of 
two national banks, or a State bank and a national bank, are per- 
mitted and have been for many years, on a basis where the holders 
of two-thirds of the shares of each bank must sanction the proposed 
consolidation, and at the same time, if there are any dissenting share- 
holders, they are given the right to dissent and their stock must be 
APP “aised and they may receive cash for the stock. 

Now, that type of consolidation, over the years, has worked out 
very well, but during recent years several of the States have passed 
laws which provide for so-called mergers of two institutions. 

Now, fundamentally, there is no difference between a consolida- 
tion and a merger. The technical form is exactly the same. The two 
banks, in effect, merge or consolidate. But, because in a good many 
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instances a very large bank wishes to merge or consolidate with a 
very small bank, the State authorities obtained legislation which gave 
the right of dissent only to the shareholders of the small institution 
that was being absorbed. 

In other words, the shareholders of the large absorbing bank are 
not given the right to dissent, on the grounds that the merger could 
have no substantial effect on the value of the shares of its shareholders. 

You might ask, why shouldn’t the shareholders of both banks be 
given the right to dissent? Well, it happens that bank stocks gen- 
erally are selling well below their book value, and a very large insti- 
tution, when it contemplates merger with a small institution, fre- 
quently hesitates to go ahead because they realize that some of their 
shareholders might dissent just on the basis that an appraisal of the 
shares would give them a value larger than the market value. 

The bill which has been proposed would give the Comptroller of the 
Currency the right, in effect, to decide whether a proposed consolida- 
tion should be effected under the existing consolidation statute, where- 
by two-thirds of the shareholders of both banks would have to approve 
and the shareholders of both institutions would have the right to dis- 
sent, or whether the merger could be effected under the terms of this 
proposed bill where only the shareholders of the small bank being 
absorbed would have the right to dissent, and the shareholders of the 
large institution would not have that right. 

I think that pretty well sets forth the main object that the bill will 
accomplish. 

Mr. Nicnotson. Mr. Chairman, what advantage is there or what 
advantage would there be in consolidation between a national bank 
and a trust company, and what laws would govern? The laws of the 
State or the Federal laws? 

Mr. Jennines. Well, if there were a consolidation—— 

Mr. Nicuorson. If the national bank went into the trust company, 
it would be the State law. 

Mr. Jenninos. That is correct, sir. 

Mr. Nicnotson. And if it was the other way around, the Federal 
law. 

Mr. Jenninos. That is correct. 

Mr. Nicnotson. What are the advantages there? 

Mr. Jenninos. The advantages for the most part are in economy 
of operation. Many times it is a matter of management. The top 
management in one of the institutions may be reaching an age where 
retirement is an early prospect, and they have no one to replace that 
management who they feel confident will continue to operate the bank 
on a sound basis. Quite frequently consolidations grow out of that 
particular problem. 

Also, economy of operation. The fact that overhead has increased 
substantially in recent years makes certain banks feel that, by con- 
solidating the economies of operation that will result are sufficient to 
justify consolidating the institutions rather than having them con- 
tinue on their separate ways. 

Mr. Nicnorson. Two-thirds of the shareholders of each bank have 
to agree / 

Mr. JenninGs. That is correct. 

The Cuarrman. And they might consider the favorableness of the 
Federal law and the State law, might they not? 
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Mr. JENNINGS. They often consider that. 

The Cuatrman. If they feel they can obtain advantages by con- 
solidation one way or the other. 

Mr. JENNINGS. That is correct. 

Mr. Nicnotson. When they consolidate, do they put their profits all 
together and pay on their stock on the consolidation, or do they pay 
on the value of the stock before consolidation? That is, if you don't 
want to go in. 

Mr. Jenninos. If you are a dissenter, under the existing consolida- 
tion law, in the first instance, the dissenter, if he is alone, if he is the 
only dissenter, will select an individual to represent him as an ap- 
praiser to determine the value of the stock. The board of directors 
of the bank will appoint the second appraiser, and then the two 
appraisers will appoint a third appraiser, and the findings of two out 
of the three will govern. 

But if they do not get together on what they consider to be a fair 
value for the dissenter’s stock, or if the dissenter is dissatisfied with 
the appraisal; under the law the Comptroller of the Currency, if it 
is a consolidation coming either Nationalwise or Statewise, may make 
the appraisal of the stock. That is one of the most difficult problems 
we have. 

We find that we have cases where the book value of the stock, the 
dissenting stock, may be $80 or $90 or $100 a share 

Mr. Nicworson. The banks in Massachusetts that I read about have 
surplus and undivided dividends which amounts to a great deal more 
than the capital stock paid in. 

Mr. Jenntnes. Well, we consider the book value of a capital share of 
stock as represented by the entire capital structure divided by the 
total number of shares outstanding, so that is all taken into the book 
value. But at the present time I wanted to point out one thing, one 
example. The stock of a bank selling at $80 a share may have a 
book value of $120. The stock has a rather wide market. We are 
called upon to appraise. The consolidation was completely equitable. 
Had the dissenter wanted to continue along as a shareholder in the 
consolidated bank, the stock that he received in the consolidated bank 
would have been worth just about the same as his old stock was before 
the consolidation took effect. 

Now is he entitled, assuming it was an equitable consolidation, to 
receive the book or liquidating value of the stock, as opposed to the 
market value? He bought the stock at market value, and yet, the 
shareholders, two-thirds of the shareholders of both banks, agree to 
consolidate, thinking it is a good thing. But this dissenter decides: 
“T may have a chance to turn a quick dollar. I am going to dissent 
and I just hope that my stock will be appraised at its full liquidating 
value.” 

Mr. Nicwotson. You have explained why a consolidation might be 
good for two banks in my town. What good would it be to you—the 
Government ? é 

Mr. JENNINGS. What good would it do us to have the consolidation 
effected ? 

Mr. Nicnotson. Yes. 

Mr. Jenninos. Well, it might make for a stronger banking system 
in some cases, but normally we don’t foster consolidations. T hey come 
to us all the time, with programs that they want to put through. But 
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we in the Comptroller’s office do not foster consolidations as such. It 
means nothing to us, unless we have a weak bank and a strong bank 
and consolidation may eliminate the weak bank. 

Mr. Coir. You never initiate a consolidation ? 

Mr. Jenninos. That is correct, sir. 

Mr. Nicuoxson. These requests usually come from national banks? 

Mr. Jennincs. Well, of course, we having supervisory power over 
national banks, naturally the national banks come to us. But there is 
one point I want to bring out in connection with this proposed merger 
bill, and that is that at all times we try our level best to maintain 
equality between the State systems and the national system. 

Well, now, in certain important States—to name two, New York and 
Illinois—State banks, large State banks, are permitted to absorb 
smaller institutions without the necessity of the absorbing bank, the 
large institution, giving to its dissenting shareholders the right to 
receive cash for their shares. Therefore, that is a definite advantage 
to the State banks in those States and there are about 18 other States 
that have varying degrees of latitude along that line, so that it is 
really an advantage in those States to be a State rather than a national 
bank, in connection with absorptions of this character, and for that 
reason we want to rectify that because we do not think it should be con- 
tinued on a basis where national banks are at a disadvantage. 

And we must recognize that the companion measure, called the two- 
way street measure, now makes it rather easy for national banks to 
convert into State institutions, and we do not like to have the ad- 
vantage rest on the State side. We want it to be completely fair and 
equitable. 

Mr. Nicnotson. I suppose we people in the States would rather 
have trust companies than to have national banks, because trust com- 
panies are governed by the laws that we make in the States. 

Mr. JenntnGs. Well, that may be true, and I think that if in Mas- 
sachusetts or in any other State, the people like the State system bet- 
ter, there is not anything that we could do to stop it. But we do 
think that the national system should not be at a disadvantage as 
compared with the State system, either in Massachusetts or New York 
or any other State. 

The CHarrmMan. This just gives equality of opportunity; is that 
not all? 

Mr. Jennrnes. That is absolutely true, sir. 

Mr. Coir. Does this treat the stockholder of a bank differently than 
the stockholder of an ordinary corporation where there is consolida- 
tion? It does, does it not? 

Mr. JennrINGs. Well, I would like to defer to our associate chief 
counsel, Mr. Hexter, to answer that question on corporate practice. 

Mr. Hexter. That depends, as you know, on the law of the particn- 
lar State. In some States—I believe Delaware, which is an outstand- 
ing incorporation State—a dissenting shareholder is given specific 
rights to receive cash in a certain manner and on a certain basis. 

In other States, rights vary from great to small. In some cases, 
market value is specified. In others, simply “value.” In others, fair 
value. 

Mr. Cote. Yes; I suppose that is true, the difference in the different 
States. I was thinking largely of my own State. 
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The CuHatrmMan. Are there any further questions? If not, we can 
take up the next bill, Mr. Jennings’, S. 2252. 

Mr. Nicnorson. Before we go on to that, can I ask the gentleman 
a question ? 

The CHammMan. Yes. 

Mr. Nicnorson. Did we not have this matter up here 2 or 3 years 
ago! . at a 

Mr. Jennrnos. You are referring to the merger bill now, sir? The 
one we were just discussing ¢ 

Mr. Nicwotson. Yes. 

Mr. JENNINGS. To the best of my knowledge; no. 

The CuatrMan. I do not think so. 

Mr. Jenninos. Is that correct, Mr. Hexter ¢ 

Mr. Hexvrer. That is right. The bill we are about to take up has to 
do with a law which was passed in 1950, and is designed to correct an 
inequity. 

The CuatrMAn. You may proceed, Mr. Jennings, with the other bill, 
S. 2252. That is also a Treasury bill. 

Mr. Jenninos. Yes. The suggested change in Public Law 706, Mr. 
Chairman, is designed to correct an error that crept into the original 
bill, Public Law 706 of the Eighty-first Congress. Over the years, the 
Federal statute has provided that a State bank could convert into a 
national bank with the vote of 51 percent of the shares approving the 
conversion. 

Not until Public Law 706 of the Eighty-first Congress was passed 
did it become possible for a National bank to convert into a State 
bank. There was a great deal of discussion about the relative merits 
of the bill, and the Comptroller’s Office stood back of it foursquare, 
feeling that it was desirable that National banks be permitted to 
go Statewise as well as permitting the State banks to come National- 
wise, 

Now, that was pretty well accomplished in the bill that passed 
the Eighty-first Congress, except, through error, it was provided— 
and no such conversion, merger, or consolidation shall take place under this 
act unless under the law of the State in which such national banking associa- 
tion is located. State banks may, without approval by any State authority, 
convert into and merge or consolidate with national banking associations as 
provided by Federal law. 

Those last few words, “as provided by Federal law,” have caused 
a good deal of trouble because the Federal law provides that a State 
bank may convert into a National bank on the affirmative vote of 
51 percent of the shares and without right to receive cash payment 
on the part of dissenting shareholders of the State bank. 

The suggested change simply reads as follows: 
and merge or consolidate with national banking associations under limitations 
or conditions no more restrictive than those contained in section 2 hereof with 


respect to the conversion of a national bank into, or merger or consolidation 
of a national bank with, a State bank under State charter. 


This simply means that in States that have no restrictive legisla- 
tion it will still be possible for a State bank to convert into a National 
bank on 51-percent vote of the shareholders, but if the State law 
requires that such a conversion be effected only with the affirmative 
vote of two-thirds it can still be done and it will not block the 
stateward side of the two-way street, as is now the case. 
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It is a very technical matter. It is difficult to explain it in a few 
words, but all that is intended and meant is to berm it possible to 
implement, on a basis of equality. the law that was passed by the 
Eighty-first Congress. 

At the present time, I think because of those few words “as pro- 
vided by Federal law,” national banks in only about nine States are 
able to take advantage of the two-way-street law. All of the others 
are still hamstrung because they run into this old Federal law that 
allows the conversion of a State bank into a National bank with the 
affirmative vote of 51 percent of the shares. 

Mr. Nicuotson. What is that two-thirds? Two-thirds of the 
money ? 

Mr. Jennines. No; two-thirds of the outstanding shares of the 
association. The owners of the two-thirds of the shares of the bank 
must vote in favor. Or, when I mention 51 percent, 51 percent of 
the outstanding stock must be voted in favor of it. 

The CHarrmMan. Where the State law is more onerous than the Fed- 
eral law, National banks cannot convert into State banks; is that 
true / 

Mr. Jenninos. Well, at the present time, State banks can convert 
into National banks under the old Federal statute. But National 
banks can’t go Statewise, because then you run afoul of “as provided 
by Federal law,” in many States, because their statutes already 
provide that in order to Pet a State bank to become a National 
bank—to convert into the National bank—two-thirds of the share- 
holders of the State bank must give their approval. So that is at 
variance with the Federal law and prevents the two-way street from 
functioning. 

It is a minor difficulty, but it has assumed major proportions, be- 
cause so many of the State have the two-thirds requirement. 

Mr. Cour. More restrictive requirements ? 

Mr. Jennings. Yes; more restrictive requirements. 

Mr. Cote. This will permit us to acknowledge and come in under 
the more restrictive requirements of the States. 

Mr. JenniNGs. That is correct. 

Mr. Nicuotson. Do the State associations or the national banks find 
any fault with this proposition ? 

Mr. JENNINGS. No, sir; it favors them. If we were to leave the law 
the way it is, it would make it virtually impossible, except in nine 
States, for national banks to convert into State institutions unless the 
other States enacted new legislation. So naturally it favors them to 
have this law passed, because it makes a completely two-way street 
out of it. 

At the present time it is much easier for a State bank to convert into 
a national bank than it is the other way around. 

The Cuatrrman. You know of no interests which have raised any 
objection to this bill ¢ 

Mr. Jenninos. No, sir; I have heard of no objections whatsoever. 

Mr. McDonoven. In other words, this will equalize the situation 
so it will work both ways equitably ? 

Mr. Jenntnos. It will completely equalize it in all States. 

Mr. McDonoveu. Well, you state the only objection to it is the ex- 
pansion of facilities now existing before State banks. 

Mr. Jenntncs. No. I do not believe I said that, sir. 
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Mr. McDonovueu. You referred to one group that is opposed to it. 

Mr. Jennines. Are you thinking of the merger bill, sir? I have 
been talking about the so-called two-way street bill. The merger bill 
isanother matter. If you would restate your question on that, | would 
be glad to cover it. 

Mr. McDonoven. I understand. 

The CaarrMan. If there are no further questions, you may stand 
aside. We are glad to have your explanation of the bills, and the 
committee will adjourn. 

(Whereupon, at 3/06 p. m., the committee adjourned. ) 
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TUESDAY, JULY 1, 1952 


House or RePresENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to notice, at 11:50 a. m., Hon. Brent 
Spence (chairman) presiding, for consideration of H. R. 7726. 

Present: Representatives Spence, Brown, Patman, Rains, Multer. 
O’Brien, McKinnon, Addonizio, Dollinger, Bolling, Fugate, Hays. 
Wolcott, Gamble, Kilburn, Cole, Hull, Nicholson, McDonough, Wid- 
nall, Buffett, and Betts. 

Also present: Solis Horwitz, general counsel, Reconstruction Fi- 
nance Corporation, accompanied by Alan B. Brown, associate general 
counsel, and Robert Goodale, counsel, Reconstruction Finance Cor- 
poration; Hans A. Adler, representing the Bureau of the Budget; 
W. B. Langein, representing the United States Geological Survey. 

(The bill, H. R. 7726, is as follows :) 


fH. R. 7726, 82d Cong., 2d sess.] 
A BILL To provide for national flood insurance, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “National 
Flood Insurance Act of 1952”. 


DECLARATION OF PURPOSE 


SEc. 2. It is the purpose of this Act to promote the national welfare by alle- 
viating the widespread economic distress suffered from time to time within the 
United States, its Territories, and possessions, as a result of floods, and the at- 
tendant impairment of the free flow of interstate and foreign trade and commerce, 
by providing direct governmental insurance against certain flood risks or by mak- 
ing insurance against such risks available through private insurance companies 
by means of governmental reinsurance. 


FUNCTIONS 


Sec. 3. (a) To carry out the purposes of this Act, the Reconstruction Finance 
Corporation (hereinafter referred to as the “Corporation”) is authorized to 
provide either insurance or reinsurance, or both insurance and reinsurance against 
loss resulting from damage to or loss of real or personal property (including 
agricultural commodities, and property owned by the State or local governments ) 
due to flood as defined by the Corporation occurring within the limits of the 
United States, its Territories, and possessions: Provided, That no insurance or 
reinsurance shall be issued for losses resulting from (A) any hostile or warlike 
action by (i) any government or sovereign power (de jure or de facto) or any 
authority maintaining or using military, naval, or air forces, or (ii) an agent 
of any such government, power, or forces, or (B) any action taken by any Federal, 
State, or local government agency in hindering, combating, or defending against 
any such hostile or warlike action (whether actual, impending, or expected) or 
(C) disorder or other lawlessness accompanying the collapse of civil authority 
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determined by the President to have resulted from any action referred to in 
clause (A) or (B) or from control by enemy forces. 

(b) The Corporation shall from time to time prescribe (1) premium rates for 
each type of insurance and/or reinsurance which it shall make available under 
authority of this Act, and (2) the terms and conditions under which and the 
areas and subdivisions thereof within which each rate shall be applicable. All 
such rates shall be based upon consideration of the risks involved and shall be 
adequate, in the judgment of the Corporation, to cover all administrative and 
operating expenses arising under this Act, as well as reserves for probable losses. 
The Corporation may receive from or exchange with any State or Territorial 
insurance commission or agency or with any private corporation or association 
engaged in the writing of insurance against property loss within the United 
States such loss experience information as may be necessary for the establishment 
of such premium rates. 

(c) The Corporation shall by regulation provide for the determination of (1) 
the types and location of property with respect to which insurance and/or rein- 
surance shall be granted, (2) the nature and limits of loss or damage in any 
area or subdivision thereof which may be covered by such insurance or reinsur- 
ance, (3) rates, terms, and conditions of such insurance or reinsurance, and 
(4) such other matters as may be necessary to carry out.the purposes of this 
Act. The Corporation may decline such applications and risks and may estab- 
lish from time to time such regulations with respect to the classification, limita- 
tion, and rejection of risks as it shall deem advisable for the purposes of this Act. 

(ad) In providing insurance and/or reinsurance, the Corporation may by con- 
tract arrange for the financial participation of private insurance Companies or 
other insurers in the underwriting of risks assumed, and for their proportionate 
participation in premiums and in any profits or losses realized or sustained. 
The Corporation shall utilize the facilities and services of other public agencies, 
of private insurance companies, and of established insurance agents and brokers 
and established insurance adjustment organizations to the maximum extent which 
the Corporation shall deem practicable and consistent with minimum cost of 
providing insurance protection. 

(e) The aggregate amount of insurance issued by the Corporation in favor 
of any person or State or local government shall not exceed $250,000. No claim 
shall be approved in an aggregate amount which exceeds the actual cash value 
or the eost of replacing, repairing, or rebuilding the damaged property with 
material of like kind and quality (less depreciation at the time of damage), 
whichever is lower: Provided, That the approved amount of any claim shall be 
reduced by $300 plus 10 per centum of the remainder, or by such larger amount 
or percentage as may be prescribed by the Corporation in the insurance contract. 
The Corporation shall prescribe such regulations applicable to reinsurance as it 
may deem appropriate to give effect to the intent of the limitations in this 
subsection. The Corporation may from time to time prescribe such regulations 
regarding coverage available to subsidiary and affiliated corporations as it shall 
deem appropriate to effectuate the purpose of this subsection. 

(f) The Corporation, on and after the first day of the sixth month following 
the enactment of this Act, may provide insurance or reinsurance in an aggregate 
amount not to exceed $500,000,000 outstanding and in force at any one time, 
which limit may be increased, with the approval of the President, by further 
amounts of $500,000,000 each on July 1, 1953, and July 1, 1954. 


COORDINATION WITH OTHER PROGRAMS 


Sec. 4. (a) In carrying out the functions authorized in this Act, the Corpora- 
tion shall consult with other agencies of the Federal Government and inter- 
state, State, and local agencies having responsibilities for flood contro] and flood 
damage prevention in order to assure that the insurance facilities offered are 
consistent with the programs of such agencies. 

(b) No insurance or reinsurance shall be issued (1) for risks eligible for 
insurance provided by other Federal programs, or to the extent that coverage is 
available on reasonable terms from other private or public sources, or (2) for 
properties whose use is in conflict with State or local flood zoning laws. 

(c) Any department or agency of the Federal Government engaged in making 
direct loans or advances, or in participating in, insuring or guaranteeing loans 
made by private lending institutions, for the construction, modernization, repair, 
or purchase of property eligible for insurance under this Act may require as a 
condition for such future financial assistance that such property be insured 
against flood damage to the extent such insurance is available. 
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FINANCING 


Sec, 5. (a) To carry out the functions authorized by this Act, there is author- 
ized to be established in the Treasury of the United States a National Flood 
Insurance Fund (referred to hereinafter as the “Fund”). The capital of the 
Fund shall consist of such amounts as may be advanced to it from appropriations. 
Such sums as may be required are authorized to be appropriated without fiscal 
year limitations for the purposes of the Fund. 

(b) Advances shall be made to the Fund from the appropriations made there- 
for when requested by the Corporation. The Corporation shall pay into mis- 
cellaneous receipts of the Treasury at the close of each fiscal year, interest on 
such advances at a rate determined by the Secretary of the Treasury, taking 
into consideration the average rate on outstanding interest-bearing marketable 
public debt obligations of the United States. 

(c) Premiums paid to the Corporation for insurance and reinsurance under 
this Act, interest earned on investments of the Fund, and receipts from any other 
operations under this Act shall be credited to the Fund. The Fund shall be 
available fur the payment of liabilities under such insurance and reinsurance 
and for payment of all expenses of the Corporation under this Act. 

(d) Whenever any capital in the Fund is determined by the Corporation to 
be in excess of its current needs, such capital shall be credited to the appropria- 
tion from which advanced where it shall be held for future advances. After 
liquidation of all outstanding advances, any cash in excess of current needs 
may be invested or reinvested by the Corporation in interest-bearing obligations 
of the United States or in obligations guaranteed as to interest and principal 
by the United States. The proceeds from the sale or redemption of the obliga- 
tions held by the Corporation pursuant to this Act shall be credited to the Fund. 


ADVISORY, CONSULTANT, AND OTHER PERSONNEL 


Sec. 6. (a) The Corporation (1) shall appoint an advisory committee, con- 
sisting of not less than three individuals experienced in the writing of insurance 
against property loss, to advise the Corporation with respect to the execution 
of its functions pursuant to this Act, and (2) may also employ such part-time 
consultants and advisory personnel as the Corporation may deem necessary 
in carrying out the purposes of this Act. Persons so employed who, while so 
serving, hold other offices or positions under the United States shall receive 
no additional compensation for such service. Other persons required under 
the provisions of this subsection may be employed as authorized in section 15 
of the Act of August 2, 1946 (5 U. 8S. C. 55a), but at rates for individuals not 
in excess of $50 per diem. 

(b) In order to carry out the purposes of this Act, the Corporation is hereby 
authorized, subject to the procedures prescribed by section 505 of the Classifica- 
tion Act of 1949, to place not more than five positions in grades 16, 17, or 18 
of the general schedule established by said Act, and such positions shall be in 
addition to the number authorized by said section. 


PAYMENT OF CLAIMS 


Sec. 7. (a) Under such regulations as the Corporation may prescribe, it shall 
adjust and pay valid claims either directly or through agents for losses covered 
by insurance and reinsurance under this Act. The Corporation shall collect 
from participating insurance companies such amounts as they may be obligated 
to contribute toward such losses. 

(b) Upon disallowance of any claim against the Corporation or upon refusal 
of a claimant to accept the amount allowed by the Corporation, the claimant, 
within one year after the date of mailing notice of disallowance or partial dis- 
allowance by the Corporation, may institute an action against the Corporation 
on such claim in the United States district court for any district in which the 
insured property or a part thereof is sltuated. Exclusive jurisdiction is hereby 
conferred upon such courts, sitting without juries, to hear and determine such 
actions without regard to the amount in controversy. 


REPORTS 


Sec. 8. (a) The Corporation shall make a comprehensive annual report of 
its operations under this Act for the fiscal year ending on the preceding June 30 
to the Congress as soon as practicable in each year, but in no case later than 
the third day of the following January. 
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(b) The Corporation shall make a study and investigation of (1) the work, 
activities, personnel, and functions authorized under this Act, for the period 
from the enactment of the Act to June 30, 1954, and (2) the practicability of 
providing insurance or reinsurance for loss resulting from business interruption 
due to floods. It shall report to the Congress the result of the study and investi- 
gation, and make such recommendations as it may deem appropriate, on or 
before January 3, 1955. 

SUCCESSION 

Sec. 9. The powers, functions, duties, and authority arising under this Act 
shall be exercised and performed by the Reconstruction Finance Corporation 
while that Corporation has succession, and thereafter by such officer, agency, or 
instrumentality of the United States as the President may designate: Provided, 
That for the purposes of carrying out this Act by any such officer, agency, or in- 
strumentality the authority granted to the Reconstruction Finance Corporation 
in section 3 of the Act of January 22, 1932, as amended (15 U.S. C. 603), shall 
be available to such officer, agency, or instrumentality, notwithstanding dissolu- 
tion of the Reconstruction Finance Corporation. 

The CHarrMan. The committee will please come to order. We 
have before us for consideration this morning H. R. 7726, which was 
introduced by our colleague, Mr. Bolling. 

We will be glad to hear you make a statement in regard to that 
bill, Mr. Horwitz. 


STATEMENT OF HARRY A. McDONALD, ADMINISTRATOR, RFC, 
PRESENTED BY SOLIS HORWITZ, GENERAL COUNSEL, RECON- 
STRUCTION FINANCE CORPORATION 


Mr. Horwirz. I have a statement that has been prepared by Mr. 
McDonald, who has asked me to present it this morning. 

The Cuamman. Yes; Mr. McDonald said he would be unable to be 
here. 

Mr. Horwitz. I have copies of the statement, sir. I will read the 
statement. 

Mr. Chairman, the President has asked me to present to your 
committee facts and data in support of H. R. 7726, establishing a 
program of flood insurance to be administered by the Reconstruction 
Finance Corporation. In view of the crowded calendar of this com- 
mittee and the lateness of the time in this session of the Congress, I 
am most appreciative of the opportunity you have afforded me to 
present this testimony. 

The subject of flood insurance is not a novel one. The great in- 
surance industry of this country, through the Insurance Executives 
Association, has recently completed a study on insurance against flood 
damage, and has had prepared for it by the New York engineering 
firm of Parsons, Brinckerhoff, Hall & MacDonald a very extensive re- 
port on floods and flood damage. The industry, as a whole, has con- 
cluded through the adoption of the association’s report that, and I 
quote: 

Insurance against the peril of flood applicable to fixed property cannot suc- 
cessfully be written and that any specific promise of indemnity for loss by flood 
must therefore be regarded as in the nature of a subsidy or relief payment, 
which are outside the scope of private business and of insurance. 

The industry further concludes that since, for reasons outlined in the 
report, private underwriters cannot undertake to provide specific 
flood indemnity as an insurance venture, it follows that Government 
likewise could not undertake to provide specific flood indemnity by 
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means of insurance. Why, then, you might well ask, am I here in 
support of this bill ? 

The answer is simply this: The present system of indemnification 
for flood losses is unsatisfactory. The need for flood insurance on fixed 
properties has not been questioned by the industry. The engineering 
survey and the consideration of the subject by the Insurance Execu- 
tives Association, although they resulted in the reports referred to 
above and the adverse decision of the association, were a direct result 
of the revived interest in flood insurance that arose in various quarters 
following the disastrous floods of 1951, particularly the flood of May 
and July in Kansas and Missouri. I do not question the good judgment 
of the Insurance Executives Association in concluding that, for prac- 
ticable considerations, the fundamental requirements of irtsurance in 
a specific flood-insurance undertaking cannot be met by the industry. 

I do believe, however, that the large segment of the people of the 
United States who are subject to flood damage should be provided 
with a means of protecting itself through insurance against the catas- 
trophic losses, or so much thereof as is practicable, resulting annually 
from floods in this country. The inability of the industry to see its 
way clear to issuing flood insurance presents for the Government only 
the alternative of hopeless inaction or creative experimental action. 
The proposed legislation in H. R. 7726 will, I believe, point the way to 
the latter alternative. It provides a means of determining at a mini- 
mum cost whether specific flood insurance in this country is practicable. 

Annual direct loss by flood in the United States over the past several 
years has averaged in excess of $100,000,000 a year. Losses over the 
past 2 years have averaged several times that amount. Most of these 
losses have been sustained by people to whom such losses are ecrip- 
ee ae who cannot afford to be self-insurers. Government, 

‘ederal, State, and local, and private relief organizations have ex- 
pended very large sums of money for the purpose of preventing and 
minimizing flood losses and for alleviating and minimizing the dis- 
tress, injury, and damage resulting from floods. However, little 
has been done and little can be done at the present time by the individ- 
ual property owner or business to guard against catastrophic losses 
which may be sustained at some future date as a result of an unex- 
pected or unforeseen flood. 

The purpose of H. R. 7726, as stated in section 2 thereof, is to pro- 
mote the national welfare by alleviating the widespread economic 
distress suffered from time to time within the United States, its Ter- 
ritories and possessions, as a result of floods, and the attendant im- 
pairment of the free flow of interstate and foreign trade and com- 
merce, by providing direct governmental insurance against certain 
flood risks, or by making insurance against. such risks available 
through private insurance companies by means of governmental re- 
insurance. The bill would authorize the RFC to initiate a program 
of flood insurance, or reinsurance, or both, starting on a small scale 
and gradually expanding and increasing the coverages as studies and 
experience justified such action. A reasonable period is provided for 
setting up the program before any insurance can be issued. Limita- 
tions on the amount of insurance which may be issued, both in the 
aggregate and to an individual insured, are set up. The bill contem- 
plates reasonable coinsurance and deductibles. It provides for rates 
to be based on consideration of the risks involved, and requires that 
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they be adequate in the judgment of the Corporation to cover admin- 
istrative »nd operating expenses as well as reserves for probable 
losses. It authorizes the Corporation to arrange for the financial 
participation of private insurance companies and requires it to uti- 
lize, so far as practicable, the facilities of other public agencies and 
private insurance organizations. The bill prohibits insurance for 
risks eligible for insurance provided by other Federal programs, such 
as, for example, the Federal crop-insurance program. 

Insurance would not be obtainable under the authority of the bill 
where insurance against the same risk or coverage is otherwise avail- 
able on reasonable terms. This would prohibit insuring against dam- 
ages to motor vehicles resulting from flood as now included in com- 
prehensivé-coverage policies issued by most companies writing auto- 
mobile-casualty insurance, or insuring merchandise in transit or on 
consignment against damage from flood which can now be obtained 
through so-called inland marine insurance policies. The bill con- 
templates very close cooperation between Government and industry 
in the administration of the program. In view of the very fine ex- 
perience of War Damage Corporation, an RFC subsidiary, during 
World War IJ, and the excellent cooperation of the insurance indus- 
try in the war-damage program, I feel certain that we can count on 
the full cooperation of the industry in administering the law, if such 
a bill as this is passed. 

The application of insurance to flood risks, as affecting industrial, 
commercial, and residential property, as well as farm buildings, con- 
tents, and livestock, is not a new one. In the past, a few insurance 
companies have made experimental ventures in the field, without 
success. 

As early as 1939, Dr. Gilbert F. White, then secretary of the Water 
Resources Committee, National Resources Committee, later the Na- 
tional Resources Planning Board, in a report stated that— 

Flood insurance offers a practicable means for stabilizing economie life in 
flood plains in which neither complete protection nor permanent evacuation are 
desirable or immediately practicable. Indemnification of flood losses is not ob- 
tainable generally in the United States, and it would be difficult to establish. 
Requiring wide distribution of risks, long-term contracts, and continued stimu- 
lation of interest, it probably never would be conspicuously profitable or suit- 
able for private financing without governmental aid. It has great merit, never- 
theless, aS a substitute for the haphazard system of private liquidation and 
public-relief subsidy by which flood losses now are absorbed. 

Risks of loss by flood are in some respects more difficult to estimate 
than risks of loss by fire, since the former depend to a greater degree 
on unpredictable local and regional variations of temperature, snow- 
fall, and rainfall, as well as upon type of structure and conditions 
of use. On the other hand, the forecasting and advance warning 
of floods is an established governmental activity. Various circum- 
stances tend to make flood insurance subject to adverse selection of 
risks. Included in these are a strong tendency toward increased pur- 
chase of insurance (both in number of policies and amounts) in years 
when the probability of floods is greater than usual, and concentration 
of demand for coverage in areas and at periods of maximum risk. 
These considerations, as well as the primary difficuity of providing 
adequate initial reserves, the relatively heavy expense of engineering 
surveys with reference to flood risks, and the lack of prospect of early 
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profit, appear generally to have deterred the insurance industry from 
undertaking flood insurance. 

The principal obstacles which appear to have prevented general in- 
surance of flood risks by the insurance industry seem to a considerable 
extent inapplicable to governmental insurance. 


1. INSUFFICIENT RESERVES 


The insurance companies do not possess reserves which could prop- 
erly be made applicable to flood insurance. But lack of accumulated 
reserves appears not to be an obstacle to the initiation of a govern- 
mental program on the limited initial scale provided for in the pend- 
ing bill; and 


2. LACK OF PROSPECT OF PROFIT 


To induce initiation of a pregram of flood insurance by private in- 
dustry with private capital, there would have to be a definite prospect 
of profits, over and above a break-even. Lack of a definite prospect 
of profit can hardly be considered an important obstacle to govern- 
mental provision of flood insurance as an instrument of national 
policy; and 


3. THE SUPPOSED UNCOLLECTIBILITY OF COMPENSATORY RATES 


Several billion dollars’ worth of fixed property is subject to known 
flood risks. Most of the financial burden incident to these risks is 
being borne by property owners and in some cases by mortgagees and 
bankers. The remainder is borne by Federal and local government and 
private charity. If governmentally underwritten flood insurance be- 
comes available for such property, property owners and their bankers 
will be offered the alternative of “spreading the risk” (which they 
now carry individually) by means of premiums calculated on the 
average annual risk of loss, without profit or “loading” beyond actual 
expenses of administration. In these circumstances, it seems likely 
that the demand for such underwriting will be substantial. 

The captioned bill proposes an insurance program commencing on 
a limited scale, which may be gradually extended as experience, 
knowledge gained, and circumstances seem to justify. Its extent can 
be limited to such aggregate commitments as the Congress deems pru- 
dent, without seriously impairing the value of the program as a 
means of demonstrating the practicability of flood insurance. 

With any general utilization of flood insurance, by mortgagees or 
otherwise, the problem of “adverse selection” will be greatly reduced 
or will gradually disappear. 

There are, of course, areas in which risk is so great that insurance 
should be rigidly limited or denied altogether. In some areas flood 
risks may be so great that few property owners will care to pay the 
necessary premiums. In still other areas the risk of flood damage is 
limited to the possibility of cloudburst or other local catastrophe and 
is so remote that insurance against it will not generally be sought. 

In the large view, however, I believe that the sort of national flood 
insurance which could be provided under H. R. 7726 would, as it 
becomes available, reduce substantially local and regional dislocations 
of our economic life, which in the past have always accompanied seri- 
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ous damage by flood, and would thus gradually remedy a defect in 
our national economy. With proper care on the part of those admin- 
istering the program and the limitation of initial coverage provided in 
the bill, I believe this can be accomplished without undue risk or bur- 
den on the Public Treasury. In the event of passage of this bill an 
intensive study will be made of successive areas subject to flood risks. 
Flood insurance will be made available, after the period of 5 to 6 
months specified in the bill, as necessary engineering studies are com- 
pleted in various areas. The waiting period is, in my judgment, essen- 
tial and reasonable. 

As a sterling example of the ability of the Government to provide 
insurance against risks which the insurance industry has been unable 
to cover or has considered it imprudent to insure, 1 would point out 
to the committee the experience of the Government in the field of 
crop insurance. The history of crop insurance is ably outlined in 
the booklet, All Risk Crop Insurance, by James L. Buckler, published 
in December 1950 by the Federal Crop Insurance Corporation, United 
States Department of Agriculture. I have a copy of this booklet 
which I would like to submit to the committee. The booklet tells of 
the unhappy experiences of the various private insurance companies 
in the field of crop insurance. According to Mr. Buckler, recognizing 
the need for and the stabilizing effect of agricultural insurance on our 
entire economy, private underwriters began selling all-risk crop in- 
surance in 1899. This insurance offered protection against all 
weather, insect, and disease hazards. Through the next 40 years, sev- 
eral companies attempted to operate all-risk crop-insurance programs. 
Every attempt failed. Failure was due to (1) insuring the price risk 
as well as the production risk, (2) inadequate data on which to base 
insurance rates and coverages, (3) adverse selectivity on the part of 
the farmer, (4+) poor management and inefficient insurance personnel, 
and (5) inadequate capital to withstand severe initial losses. ‘The 
failure of private insurance companies did not end the need or demand 
for all-risk crop insurance. 

Mr. Buckler points out that Federal crop-insurance programs have 
gone through three stages of development. The first began with the 
insurance of wheat in 1939 on a national basis. Cotton was added to 
the program in 1942, and was also offered on a national basis. The 
first 5 years of operations resulted in losses each year as a result of 
bad weather and adverse selectivity. Because of the heavy losses, 
the Congress ordered liquidation of the program in 1944. 

Almost immediately thereafter, however, such a great need for crop 
insurance was evidenced that the program was reinstituted and flax 
was added on a national basis, and tobacco and corn on a limited basis. 
National operations of the program at the end of the crop year 1947 
showed such a substantial deficit that in 1948 the Congress placed the 
insurance program on a limited experimental basis. A limited pro- 
gram was then developed on a sound basis, until in 1950 crop insurance 
as authorized by the Congress was offered in 624 counties. Participa- 
tion at present ranges from 20 to 46 percent of the eligible producers. 
It is my understanding that in the past 4 years the premium receipts 
of the Federal Crop Insurance Corporation have exceeded its losses 
by $1,500,000. 

During the 8 years from 1939 through 1947 in which crop insurance 
was in effect on a national program basis, the Federal Crop Insurance 
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Corporation paid out $219,400,000 in indemnities, as against $148,- 
100,000 received in premiums, leaving a premium deficit of $71,300,000, 
but the significant thing to remember is that of the indemnity pay- 
ments over two-thirds in amount were paid by the farmers them- 
selves. Prior to crop insurance, crop failure areas were given finan- 
cial assistance in the form of relief payments. It seems obvious that 
a system of insurance whereby farmers carry the major burden through 
premium payments is much better from a fiscal and national econom7 
point of view than the emergency programs of relief payments. 

I believe it can be shown that this same principle is applicable +o 
flood insurance. As previously stated, the program of flood insuran :e 
provided for by the bill under consideration is intended to be admin- 
istered on a no-loss basis. I believe, however, that even if it should 
result in losses in the first year or two, or in the first few years of 
operation, any losses that might be so incurred would be preferable to 
the expenditure of large sums of money through emergency programs 
of relief payments covering the same damages as would be indemnified 
in the insurance program. In such an insurance program the insured 
beneficiary will have contributed as premiums the amounts calculated 
in advance to be adequate in accordance with the terms of the bill for 
insurance purposes. Even if such calculations should be proven later 
to be inaccurate and the premiums, therefore, insufficient to cover 
all the losses, a system of flood insurance whereby the insured would 
carry the major burden would seem to be decidedly preferable, as in 
the case of crop insurance, than corresponding relief payments. 

Prevention of loss is much more valuable and more important than 
insurance against loss. However, there will always be a real need 
for insurance and enough bi ttre scan for it because in no branch 
of it—whether fire, accident, burglary or any other kind—can a 100 
percent prevention point be reached. Indeed, the difference between 
ideal and actual prevention is the field of insurance. Applying this 
philosophy to the subject at hand, it is manifest that flood control is 
more important than flood insurance. Flood control, however, does 
not, within its own practicable limits, eliminate the need for flood 
insurance. ‘The need for flood insurance is not eliminated, even where 
flood-control programs are being carried forward on a very large scale 
and in a most effective manner. Even with large-scale flood-control 
progams, at intervals wide areas used for commerce, industry, agricul- 
ture and residential occupancy can be expected to be inundated and 
sometimes with very serious losses. 

I have with me today Mr. W. B. Langbein, hydraulic engineer, 
United States Geological Survey, who has made extensive studies of 
the extent and effect of flood damage. According to a recent study 
made by Mr. Langbein, it appears that the property damage caused 
by floods has been increasing in recent years. I wish to insert in 
the record at this time a tabulation, as reported by Mr. Langbein, of 
the approximate amount of flood damage incurred during some of the 
major floods in the past 20 years, annotated as to whether (a) dynamic 
or (6) inundation effects were dominant, and also a list of the total 
damages due to floods in the United States during recent years as 
reported by the Weather Bureau, together with a list of annual losses 
of fires as reported by the National Board of Fire Underwriters. 

(The tabulation referred to is as follows :) 
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Tabulation as reported by Mr. 
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Langbein of approvimate amount of flood dam- 


ages incurred during some of the major floods in the past 20 years, annotated as 
to whether (A) dynamic or (B) inundation effects were dominant 


(A) 
(A) 
(A) 


Flood of November 1927, New England (described in U.S. 
Geological Survey Water-Supply Paper 636C) 

Flood of July 1935 in the southern tier of New York (de- 
scribed in Geological Survey Water-Supply Paper 773E) 

Flood of January 1, 1984, in La Canada Valley, Calif. (de 
scribed in Geological Survey Water-Supply Paper 796C)___ 


$50, 000, 000 
25, 000, 000 
5, 000, 000 


Fiood of August 1985 in the Muskingum River Basin, Ohio 
(described in Water-Supply Paper 869) 

(A) Flood on Republican and Kansas Rivers, Rawr and June 1935 

(described in Water-Supply Paper 

(A) Major Texas floods of 1936 chemaatiian 
Paper 816) 

Floods of March 1936 in the northeastern United States 
(described in Geological Survey Water-Supply Papers 
798-799 and 800) approximate damages as reported by 
the U. S. Weather Bureau in Monthly Weather Review, 
January 1937 

Floods of January-February 1937, in the Ohio and Mississippi 
Rivers (described in Geological Survey Water-Supply Paper 
838) approximate damages as reported by the U. 8S. Weather 
Bureau in Monthly Weather Review Supplement No. 37__ 

Flood y July 1937 in eastern Kentucky (Water-Supply Paper 


(A) 
6, 000, 000 


8, 000, COO 
in Water-Supply 
8, 000, 000 


255, 000, 000 


418, 000, 000 
1, 000, 000 


F ous of August 1940, in the. Southeastern States (described 
in Water-Supply Paper 1066) 

Flood of July 1942 in north central Pennsylvania (described 
in Water-Supply Paper 1134b) 

Floods of April-May 1943, in Ohio and Mississippi River 
basins ss 

Flood of 1948 in Columbia River Basin (described in Geolog- 
ical Survey Water-Supply Paper 1080) 

Flood of July 1951 in Kansas-Missouri 
logical Survey Circular 151) 


30, 000, 000 


10, 000, 000 


(B) 
130, 000, 000 


(B) 
103, 000, 000 


875, 000, 000 


(B) (described in Geo- 


List of the total damages due to floods in the United States during recent years 
as reported by the Weather Bureau, together with a list of annual losses of 
fires as reported by the National Board of Fire Underwriters 





Sora ogee 

| Approxim: ite | Approximate | 
; damages by | damages by 

flood | fire | | 


| Approximate | Approximate 
| damages by | damages by 
flood fire 


$275, 000, 000 
286, 000, 000 
304, 000, 000 
314, 000, 000 
373, 000, 000 
437, 000, 000 
484, 000, 000 
554, 000, 000 
648, 000, 000 
715, 000, 000 
668, 000, 000 
407, 000, 000 


$14, 000, 000 
40, 000, 000 
40, 000, 000 
98, 000, 000 

200, 090, 000 

101, 000, 000 

166, 000, 000 
71, 000, 000 

272, 000, 000 

230, 900, 000 
94, 000, 000 

122, 000, 000 


$473, 000, 000 || 
465, 000, 000 || 
459, 000, 000 || 
502, 000, 000 || 
452, 000, 000 
401, 000, 000 || 
271, 000, 000 | 
271, 000, 000 || 
yo Ok ee : ii ane 
266, 000, 000 || 1948.........-.-_-__-} 
255, 000,000 | 1949__ 

258, 000, 000 | Average 192 


1939... .. 

1940... sabia d : 
MBE aim since acd wins he 
es. ... Teyas 
A ee ee 
2a 
1945 _ __ aw et 
 iigctecdanunn seene 


$348, 000, 000 | 
44, 000, 000 | 
68, 000, 000 | 
16, 000, 000 | 
3, 000, 000. | 
10, 000, 000 
36, 000, 000 | 
10, 000, 000 | 
127, 000, 000 | 
282, 000, 000 | 
441, 000, 000 
re } 


| es 
1928... 2 
a 
1930. - 

1931 

1932.- . 

1933_ . - 
1934 
1935__ . 
1936... 
1937. . 
1938 _ - 





7 a ea | 





Note.—It will be noted that great year-to-year variation is shown in the amount of flood losses as 
compared with losses by fire. 


Mr. Horwirz. In this great country of ours we consider that charity 
is to be avoided where self- help is possible, and that a man should 
help himself prepare to the extent possible to meet adversities when 


they arise. The many types of insurance now available assist him to 
a very large extent in avoiding the disasters which would result from 
various catastrophes. On numerous occasions in recent years thinking 
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individuals, including some who are authorities in the field of insur- 
ance, have stated that it should be possible to organize an insurance 
plan by means of which flood losses could be settled in a satisfactory 
manner. 

The bill under consideration provides for a flood-insurance program, 
initially experimental in nature and scope. It is impossible to predict 
whether the first few years of surh a program will be years of minimum 
flood damage or of excessive damage, or whether, during such years, 
losses will exceed premiums or premiums will so exceed losses as to 
commence the establishment of an earned insurance reserve. I believe, 
however, that premiums can be fixed on a basis that, in the light of 
past flood experience in the several areas, is consistent with reasonable 
expectation that over a period of years premiums will offset losses. 
One of the benefits of the bill, if passed, will be the development of 
detailed data in that regard. 

In favor of the bill and of flood insurance as provided therein the 
following can be said: It would tend toward stabilizing substantially 
the economic situation of many individuals and thus indirectly sta- 
bilize the Nation’s wealth. It would be of great importance to credit— 
first of all, mortgage credit. In any case insurance would increase 
confidence in the ability of the individual to help himself. I believe 
that the bill under consideration proposes a sound approach to the 
problem of flood insurance and toward meeting the need therefor, and 
that it contains adequate safeguards to keep the Government’s risk of 
loss at a minimum. 

In the event Congress takes favorable action on a flood-insurance 
measure such as the one under consideration, and the administration 
thereof is entrusted to the RFC, I will undertake the administration 
of such a program with a deep consciousness of an opportunity to 
perform a significant public service in areas of great national need. 

The Cuarman. It is a broad field for both government action and 
private action. 

Mr. Horwrrz. Yes. 

The Cuatrman. There is no way by which men can obtain insurance 
against floods. 

Mr. Horwrrz. At this time, except in two instances, automobile 
coverage and inland marine policy, which cover a very limited area— 
with those exceptions, there is no way to obtain insurance at this time. 

The Crarrman. I think we have figures indicating that during the 
last 90 years there have been 45 major floods in the Ohio Valley. 

Mr. Horwrrz. I have lived in that valley myself, and I have seen 
quite a few of them, Mr. Chairman. 

The Cuatrman. Mr. Bolling. 

Mr. Botiinea. I think this is a very fine statement and a realistic 
approach to the problem with which many of us are very familiar. 
There have been literally tens of thousands of people wiped out in 
recent years by devastating floods against which they could not in 
any way protect themselves or which they could not anticipate. 

It seems to me that since the Congress adopted as a national policy 
the responsibility of the Federal Government to do something about 
floods, in the Flood Control Act of 1936, this is an approach which is 
absolutely essential. 

I introduced legislation to include provision for flood insurance in 
the last Congress, and also introduced this bill. I am very hopeful 
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that as quickly as possible it will be possible to extend the national 
policy of the Congress as expressed in the Flood Control Act of 1936 
to cover this field in which threats of disaster continually exist and 
to approach the flood-control damages in a realistic way. 

I shall continue to work for the passage of this legislation as vigor- 
ously as possible as long as I may be in Congress. 

The CHarrMan. I am very sympathetic to extending flood insurance 
to people who are subject to these floods. It is not only the damage 
done to the flood area, which is terrible, but also the diseases that the 
floodwaters often create, and the fear, the constant fear of the people 
living in the flooded area. They are always apprehensive that a flood 
may come, and if they had some way by which they could protect 
themselves against pecuniary losses, it would at least alleviate some 
of the fears, and I hope a plan may be worked out that will offer such 
protection to them, and which would mean so much, not only to them 
in their pecuniary situation, but to help ease the fear of what may 
happen. 

Mr. Corr. I want to say, in agreement with the chairman, that I 
am very much interested in this approach. The chairman touched 
upon a point which you find in Kansas after a flood. The merchants, 
the farmers, and the people who are in the area are looking for some- 
thing which would give them peace of mind that in the event of 
another flood, at least they would have something with which to 
rehabilitate their farms and their homes. 

It would make a great deal of difference to them to feel that with 
the long range of flood experience and flood control through the vari- 
ous facilities of government planning, we have come to accept some 
responsibility here. This is a very important thing, not only to 
Missouri and Kansas, but to the country at large. 

Now, I would like to ask one or two questions. The bill does not 
provide the right to insure by a private company through reinsurance ? 

Mr. Horwitz. Yes; it does. 

Mr. Corr. Not as a mandatory program / 

Mr. Horwirz. It is permissive. It permits either the Reconstruc- 
tion Finance Corporation to write insurance itself, or to write it on the 
basis of reinsuring a private company that has written insurance. 

Mr. Gamer. That is by way of participation. 

Mr. Horwrrz. By reinsuring. 

Mr. Cote. You have no idea of the premium that might be charged, 
as to whether or not it could be held down to an average, where the 
ordinary person could afford to pay it? 

Mr. Horwrrz. That is something that has to be worked out, and 
the bill provides for a 6-month period before any insurance is written, 
to give time for making additional surveys and additional engineering 
reports and to get the best advice of the insurance people to try to fix 
a rate as closely as possible to the minimum. 

Mr. Coir. My plan, while I am home this year, is to have some 
interviews with people in Kansas, concerning their interest in this 
program, to see what their ideas are, and to develop their ideas and 
see what we can get. Now, one other question: I notice you indicated 
that Insurance Executives Association have reported against this bill? 

Mr. Horwitz. Not on this bill. 

Mr. Cote. Not on this bill ? 
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Mr. Horwirz. No; not on the bill. As a matter of fact, they were 
very helpful on this, but they have reported it from the standpoint 
that they cannot see it as a commercial risk. Their report is primarily 
that it is not a good commercial risk. 

Mr. Corr. Do you have a copy of their report 

Mr. Horwrrz. Yes. 

Mr. Coxe. Is it possible that I may have a copy of that ¢ 

Mr. Brown. I will be glad to let you have my copy. 

Mr. Cote. Thank you. 

The CuarrmMan. For a number of years, because of the recurring 
floods, they have changed the whole character of the town of Newport, 
Ky. Because of the constant floods, the people could not repair their 
houses, and they began to deteriorate. Now they have a floodwall 
around the town; the city has taken on new life, new hope, and that 
whole section of the city has changed very materially, and if insurance 
‘an be offered to these people against flood damage it will, of course, 
enable them to repair their homes. They would be interested in 
them, as we always are going back home, wherever it is. 

If there are no further questions, we thank you very much for 
your presentation, Mr. Horwitz, We shall try to work out some- 
thing from this to afford people an opportunity to protect themselves. 

(Whereupon, at 12:26 p. m., the hearing was adjourned. ) 

(It was not possible to complete hearings on this bill prior to 
adjournment. ) 


x 





